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EXAMINING THE MEDICARE PART B PREMIUM
INCREASE ‘

MONDAY, NOYEMBER 2, 1987

. U.S. SENATE,
SreciAL COMMITTEE ON AGING,
, . Washington, DC.

The committee met, pursuant to notice, at 10:12 a.m., in room
268, Dirksen Senate Office Building, Hon. John Melcher (chairman
of the committee) presiding.

Present: Senators Melcher, Heinz, Shelby, Pressler, Cohen, Do-
menici, and Chiles.

Staff present: Max L. Richtman, staff director; Holly Bode, profes-
sional staff member; Kelli Pronovost, hearing clerk; Larry Atkins,
mimtl;iety staff director; and Nancy Smith, professional staff
member.

OPENING STATEMENT BY SENATOR JOHN MELCHER, CHAIRMAN

The CrAIRMAN. The committee will come to order.

This morning we are going to hear from witnesses who are going
to explain how the increase in Medicare Part B costs will affect
older Americans. The increase will be $6.90 per month as recom-
mended and determined by the Administration, and will be effec-
tive January lst, 1988, just a few months off. This increase, added
to the $17.90 monthly premium paid in 1987 brings the total cost
each }xlnonth for older Americans on Medicare Part B to $24.80 per
month.

We have to keep in mind what the effect of this increase will be
on those people who are on fixed incomes, who are struggling to
pay all their bills.

We have had a great deal of mail lately in the Senate Special
Committee on Aging on this issue. Many of these letters reflect the
alarm of people clear across the country. I am going to read you
one or two excerpts as samples of those comments.

“] am writing about the increase in Medicare payments. I have
also already received another increase from Blue Cross. Please see
what you men can do about this. I am writing this for myself and
my other ‘oldies.’ ” That’s from Mrs. Antonucci of Warren, Michi-
gan.
Another says, “I am furious that Medicare premiums are going
up a great deal again. My husband is totally disabled and we live
on Social Security. If you haven’t tried it you don’t know how diffi-
cult it can be.”

8y



2

This hearing is scheduled today to look at the increase from two
standpoints: The standpoint of Congress because we're responsi-
ble—we said the administration determined the increase in the
monthly premium, but it’s Congress that is responsible. We've had
studies to determine what is happening in Part B and what is hap-
pening to cause the constant increase, most notably a 1986 Office of
Technology Assessment report entitled “Payment for Physician
Services: Strategies for Medicare.” That report outlined four differ-
ent options. The first is reform of the present fee-for-service
system.

The second is payment based on fee schedules; which would be
developed using a relative value scale. A relative value scale gives
each service a weight, which would be multiplied by a conversion
factor, stated in dollars.

‘The third option is payment for packages of related services,
which is similar to the DRG’s in the hospital setting. Reimburse-
ment would be for a “bundle” of services based on the diagnosis.

The fourth option is capitation. That’s a plan in which an insur-
ance company. or some other entity contracts with a Health Main-
tenance Organization or with a group of physicians, to provide all
services to Medicare beneficiaries for a fizxed amount per year.

Well, those are the four primary options that we have to consid-
er. We have asked for studies and we have had those studies. I
think it's time now that Congress does something about it, and se-
lects a plan that is fair and decent. I think that’s all older Ameri-
cans are asking of Congress: Do something that is fair, do some-
thing that is reasonable, but do it now. Maybe through the help of
this particular hearing this morning we can arrive at some conclu-
sions that those of us who serve on this committee can recommend
to our colleagues in the Senate. Well, here's something that is fair;
here’s something that is decent for people on Medicare, and then
go with it.

Senator Cohen, can we hear from you?

[The prepared statement of Senator Melcher follows:]

OPENING STATEMENT OF SENATOR JOHN MELCHER

Good morning. On behalf of my colleagues on the Special Committee on Aging, I'd
like to welcome everyone to this morning’s hearing on the reasons for and impact of
next year’s scheduled unprecedented increase in the Medicare Part B premium.

On September 30, the Health Care Financing Administration officially advised us
that the Part B premium would have to be increased next January by 38.5 percent,
from its current level of $17.90 to $24.80 per month. Over the last several weeks, 1
have heard from hundreds of seniors throughout the nation who are frightened and
angry about the prospect of this increase. These folks include:

Mrs. N. of California writes, “Why can't the elderly have the bare necessities.
We are near destitute.”

Mrs. C. of Missouri writes, “I am furious. * * * My husband is totally dis-
abled and we live on Social Security. If you haven't tried it, you don’t know how
difficult it can be.”

Mrs. H. of Texas writes, “We cannot afford the extra premiums. Our Social
Security checks are small and our medicine bills are high. Instead of giving mil-
lions to the Contras, let's put that money into the Medicare program to help
U.S. elderly citizens.”

It is easy to understand why these people are concerned. One day, they learn that

their Part B premium is going to shoot up by 38.5 percent, and the next day they
read that they will receive an appreciated but smaller 4.2 percent cost-of-living ad-
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justment. Just recently they heard that they will pay for the entire costs of the cat-
astrophic health care legislation that we passed last Tuesday.

Older Americans are not free-loaders—they want to pay their fair share. They
also want to be able to pay for the vitally needed health care coverage that Medi-
care Part B provides and the type of protection that would be provided under the
catastrophic health care bill. However, these individuals, particularly those who are
living on low and fixed incomes, are starting to feel a bit overwhelmed. They don’t
want to be forced into making the decision of choosing between paying for necessi-
ties like utilities or rent or groceries and needed Part B protection. However, they
feel that is the direction we are heading with these premium increases. If this hear-
ing serves no other purpose, I want to make certain that before we adjourn today,
we will have received a number of realistic recommendations that will help us
assure Medicare beneficiaries that this kind of increase will never occur again.

To that end, today I am releasing a staff report which outlines the many issues
related to the Medicare Part B program and summarizes the options available to
address the problems that have contributed to the burdensome Part B premium in-
crease. Key findings from this report include:

(1) Part B enrollee out-of-pocket costs have increased 211 percent since 1874.

(2) 24 percent of total Medicare outlay in fiscal year 1986 were for physicians’
§exgéices and it is projected that this will increase to 27 percent in fiscal year

988.

{3) The Health Care Financing Administration reports that 60 percent of this
year's $6.90 Part B premium increase is due to growth in. reimbursement to
physicians.

I look forward to the testimony of today’s witnesses. I am confident that they all
will shed light on the Part B premium increase issue. This issue is of utmost impor--
tance to our elderly and to the Members of this Committee.

STATEMENT BY SENATOR WILLIAM COHEN

Senator CoHEN. Thank you, Mr. Chairman. I appreciate having
the opportunity to attend this hearing.

I think that the demographics are of our society marching in a
‘rather clear direction—that we are aging as a population. We are
living longer, thanks to medicine and science. We require, there-
fore, more treatment and more medication and accordingly, medi-
cal costs are inevitably going to rise. I think that there are several
questions that we have to address today.

Number one, are the increased costs of physician services provid-
ed under Medicare in fact legitimate? Or are they exploitative and
unnecessary? ~

Number two, who should pay the costs?

And number three, how much should be paid?

Those are the three essential questions that we have to address,
Mr. Chairman, and I look forward to hearing from the witnesses
?m;u to addressing these questions in a responsible and fair-minded

ashion.

The CHaIRMAN. Thank you, Senator Cohen.

Senator Pressler?

STATEMENT BY SENATOR LARRY PRESSLER

Senator PressLER. Thank you, Mr. Chairman.

I think it's very important that we hold this hearing on the 38.5
percent increase in the Medicare Part B premium. First of all, it
should be explained that this has nothing to do with the recently
passed catastrophic illness legislation. This is an increase due to
rising health care costs and greater demands on the Medicare Part
B program.
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Let me say that I think one solution, in terms of the cost of
health care, is finding a way to lessen the number of lawsuits
against doctors and medical institutions. If we could put a cap on
some of the recoveries, particularly for punitive damages—or
indeed, change the nature of punitive damages, perhaps overall
health care costs could be reduced; currently punitive damages are
usually insured, and just add to insurance premiums. Furthermore,
no one is punished for an obvious wrongdoing.

Another area we have to look at is the number of tests that are
required. Recently, I had a public listening meeting in Mitchel],
South Dakota at which a woman in her late 60’s stood up and said
very publicly that during a recent spell of illness in which she was
hospitalized, she was given a pregnancy test. Doctors present said
that it was required as part of standard procedures. If doctors don’t
"do all these tests, they might be sued if something goes wrong, or
be accused of not doing all the tests available. '

My point is, there are many costs associated with medical care
that are not necessarily the doctors’ fault or the hospitals’ fault,
but the fault of some Federal regulations and requirements of our
legal system. I think that when we examine overall health care
costs in this country, not only for senior citizens but for all age
groups of our people, we must find ways to come to grips with
these areas—the number of lawsuits, lack of arbitration, high puni-
tive damages which are seldom ever paid by doctors but by insur-
ance companies, and how these factors affect everyone.

Mr. Chairman, I want to compliment you on holding this hear-
ing. During the next 3 or 4 years, I believe we are going to find
that senior citizens are shocked at how much Medicare is increas-
ing in cost. The 38.5 percent Medicare Part B increase, which is to
be implemented on January 1, 1988, does not reflect expansions in
the program. It does not include coverage for catastrophic illnesses,
which should become law in a few months. Catastrophic coverage
will cost senior citizens even more. This drastic increase comes
from expanded costs, too many required tests, too much bureaucra-
cy, and generally increased costs in the delivery of health care in
our country.

Senior citizens, particularly those who rely on Social Security as
their sole source of income, cannot cope with these rapidly rising
costs of medical care. A 38.5 percent increase is very harsh medi-
cine for the elderly to swallow, and I hope that this hearing identi-
te;i((ies many solutions today, in addition to those that I have suggest-

The CualRMAN. Thank you, Senator Pressler.
Senator Shelby?

STATEMENT BY SENATOR RICHARD SHELBY

Senator SueLBY. Thank you, Mr. Chairman.

With the inception of the Medicare program back in 1966, the
Part B premium—also known as the Medicare Supplementary
Medical Insurance, SMI, program—cost just $3. Well, since that
time the expansion of the program, the growth in the number of
participants, and the consistent increases in the cost of health care
in this country have dictated a substantial rise in the cost of the
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Part B premium to $24.80 per month—21 years later, almost $22
more. It's that simple. Or is it?

Mr. Chairman, our concern and interest in the problems associat-
ed with the high cost of health care for the elderly in this country
have led us to examine, under your guidance, many ways of trying
to make the system work better for the health care providers, for
the Government, and—most importantly—for the beneficiary. Just
last week we witnessed the broadest expansion of the Medicare
system to date, an expansion that will safeguard the elderly
against catastrophic cost of a serious illness.

It is with a great deal of pride that I count myself a member of a
committee that has had such a significant role in the shaping of
the Senate-passed version of the catastrophic protection bill. This
was due largely to the excellent committee leadership of Senator
Melcher and the bipartisan nature that characterizes the working
relationships and interaction among the members of this commit-

This morning we have gathered here to discuss the Part B premi-
um which helps pay for the costs of physicians’ services, physical
therapy, diagnostic and x-ray services, and durable medical equip-
ment and other services. As I mentioned earlier, there are several
components that would necessitate the expected increases in the
Part B premium to date. Interestingly, however, the greatest in-
crease in the premium prior to the most recent announcement was
an increase of $2.40 for calendar years 1984 and 1985, and then
again in 1985 and 1986, which leads us to wonder how this year the
adjustment, a 38.5 percent increase, can be a figure of $6.90.

Of course, there are several factors governing the increase in the
Part B premium. From what I understand, the Part B program is
f'manceé) by enrollee premiums, income generated from general
revenues, and the interest earned from the SMI trust fund’s assets.
Among other factors figured into the formula for the increased pre-
mium, apparently cost projections for fiscal year 1987 were inaccu-
rate, thereby incurring expenses in excess of the projections. In ad-
dition, according to HCFA, however, the greatest percentage of in-
crease in the premium is due to physician expenditures.

As our discussion today turns toward the reasons for this unprec-
edented increase, I know first and foremost in all of our minds will
be the financial effect that this higher premium will have on the
beneficiaries. Above and beyond the effect to the beneficiary, I am
here to try to discover—with the assistance of our distinguished
and very knowledgeable witnesses—the answer to a seemingly
simple question: How can we prevent an increase of this magnitude
from occurring again? Or can we?

As we have attempted to safeguard the elderly against the high
cost of catastrophic illness, so too we must look into controlling
Part B program costs to ensure that this coverage is not priced out
of reach for a significant number of low-income beneficiaries.

The CHAIRMAN. Thank you, Senator Shelby.

I want to announce that there is a paper that has been prepared
by the committee staff, an overview of the issues concerning Part B
Medicare program.! That’s available now, and any of you who care

1 See appendix, p. 125 .
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to have it will find it on the press tables. You can pick up a copy
before you leave.
Senator Heinz?

STATEMENT BY SENATOR JOHN HEINZ

Senator HEINZ. Mr. Chairman, thank you very much. I too want
to hear from Dr. Roper and our other witnesses. We are all here
because we are deeply concerned about the 40 percent increase in
the monthly Part B premium.

I am inclined to believe that the large Part B premium increase
in this one year is a mistake, and it's a mistake for three reasons.
First, the jump from roughly §18 to $25 will put a dent in the
budget of some very hard-pressed senior citizens at a time when
they will have difficulty affording it. Second, the increase would
not appear to be their fault. I think HCFA has to bear part of the
blame for mismanagement of the trust funds. If they had predicted
program costs better and kept a cushion in trust funds we wouldn’t
need this large increase. Third, and I hope we can get into this
even more, the premium increase strikes me as a flag of surrender
to rapidly-rising medical costs that threaten to overwhelm older
Americans.

As I analyze the numbers behind the Part B increase, well over
half of the scheduled increase—$3.90—is totally man-made. By
“man-made,” I mean the result of HCFA’s errors and misjudg-
ments. And $1.50 of this is a result of HCFA’s decisions over the
years about building and depleting contingency reserves that have
led to unnecessary fluctuations in the Part B premium. Certainly,
one of HCFA's objectives should be to manage the trust funds to
avoid a large jum;) in the premium. The remaining $2.40 of the so-
called “man-made” share is the result of errors HCFA made in pro-
jecting 1987 costs. These man-made errors are of the type that
could be and should be avoided in the future if we are to relate the
premium more directly to the program’s costs.

Finally there is the underlying reason for most of the rise in the
premium this year, the rise in physician reimbursements under
Part B. Over 61 percent of the increase in projected 1988 expendi-
tures under Part B can be explained by outlays for physician serv-
ices alone. The fact is that the elderly are being asked to pay more
and more each year for the medical care they receive because there
are no limits on what we are willing to pay physicians.

We will hear a lot of differing opinions today about why the costs
of Part B Medicare are rising so rapidly. Some will argue that
there are more older people in need of care and using care. Others
will argue that the elderly are using more outpatient and physician
services because Medicare has cut back on hospital reimbursement.
Finally, some will argue that physicians are charging us more for
the same services.

We desperately need to get to the bottom of this problem and de-
termine what is causing the increase in Part B costs. We need to
sort out how much of it is paying for better care for more people
and how much of it is simply price increases for the same services.
Finally, we need to make sure that we can control what we spend
for medical care without interfering in the physician’s decisions
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about good patient care or reducing the quality of care that our
senior citizens receive.

This last issue in my mind, Mr. Chairman, is the most critical
challenge to all of us as practitioners, policy-makers, or regulators.
We have already put beneficiaries at risk for rising Part B costs;
we must not also put them at risk for poor quality or too little
care. Nor should we put the responsibility for deciding what is and
is not effective and efficient physician practice on the patient’s
shoulders.

I look forward to learning from our witnesses today what can be
responsibly done to control the costs of the Part B premium.

Thank you, Mr. Chairman.

. [The] prepared statements of Senator Heinz, Glenn, and Bradley
ollow:

OPENING STATEMENT OF SENATOR JoHN HEINZ

In September HCFA startled us all by announcing a one-time increase of almost
40 percent in the monthly premium older Americans must pay for their medical in-
surance under part B of the Medicare Program. This large an increase in the part B
Premium in 1 year is a mistake. It is a mistake for three reasons. First, the jump
from almost 318 to almost $25 a month in premiums will put a dent in the budgets
of many older Americans at a time when they can ill afford it. Second, the increase
is not their fault—HCFA must bear part of the blame for mismanagement of the
trust funds—if they had predicted program costs better and kept a cushion in the
trust funds we wouldn’t need this large an increase. Third, the premium increase is
a flag of surrender to rapidly rising medical costs that threaten to overwhelm older
Americans.

As I analyze the numbers behind the part B increase, well over half of the sched-
uled increase—3$3.90—is totally “man-made”. By “man-made” I mean the result of
HCFA's errors and misjudgments; $1.50 of this a result of HCFA's decisions over the
years about building and depleting contingency reserves that have led to unneces-
sary fluctuations in the part B Premium. Certainly, one of HCFA's objectives should
be to manage the trust funds to aveid a large jump in the premium. The remaining
$2.40 of the “man-made” share is the result of errors HCFA made in projecting 1987
costs. These “man-made” errors are the type that could be and should be avoided in
the future if we are to relate the premium more directly to the program’s costs.

Finally, there is the underlying reason for most of the rise in the premium this
year—The rise in Physician Reimbursements under part B. Over 71 percent of the
increase in projected 1988 expenditures under part B can be explained by outlays
for physician services alone. The fact is, the elderly are being asked to pay more and
more each year for the medical care they receive, because there are no limits on
what we are willing to pay physicians.

We will hear a lot of differing opinions today about why the costs of Medicare
part B are rising so rapidly. Some will argue that there are more older people in
need of care and using care. Others will argue that the elderly are using more out-
patient and physician services because medicare has cut back on hospital reimburse-
ment. Finally, some will argue that physicians are charging us more for the same
services.

We need desperately to get to the bottom of this problem and determine what is
causing the increase in part B costs. We need to sort out how much of it is paying
for better care for more people and how much of it is simply price increase for the
same services. And finally, we need to make sure that we can control what we
spend for medical care without interfering in the physician’s decisions about good
patient care or reducing the quality of care that our senior citizens receive.

This last issue is, in my mind, the most critical challenge to all of us as practic-
tioners, policymakers and regulators. We have already put beneficiaries at risk for
rising part B costs; we must not also put them at risk for poor quality or too little
care. Nor should we put the responsibility of deciding what is and is not “effective
and efficient” physician practice on the patient’s shoulders. I look forward to learn-
ing from our distinguished witnesses today what can responsibly be done to control
the part B Premiam.
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STATEMENT OF SENATOR JOHN GLENN

Mr. Chairman, like you I am very concerned about the administration’s an-
nouncement that the Medicare Part B premium will increase from $17.90 per month
to $24.80 per month on January 1, 1988. This unprecedented 38.5 percent increase—
the largest in the program’s history—will have a devastating impact on many Medi-
care beneficiaries who are already burdened by high out-of-pocket health care costs.

During the past several years, Congress has made major changes in the Medicare
program. Implementation of the prospective payment system (PPS), based on diag-
nosis-related groug, has shifted some care out of hospitals, thus moving the burden
of payment from Part A to Part B. Physicians’ fees were frozen for several years,
but there is concern about the increase«i volume and intensity of services physicians
are providing. And questions are being asked about the management of tgxe Part B
Trust Fund because of the spend-down of the contingency reserve.

I believe that the information provided by today's witnesses will be very helpful
to all Members of Congress as we consider further changes in the Medicare pro-
gram. We need to know how beneficiaries are faring under the program; we need
accurate information about the causes of rapidly rising Part B expenditures; and we
need to know what options are available to improve the p .

Mr. Chairman, I look forward to hearing from today's witnesses and thank them
for their participation.

STATEMENT OF SENATOR BiLL BrAapLEY

Mr. Chairman, I was deeply concerned when the Administration announced last
month that the Medicare Part B Premium will increase on January 1 from $17.90 to
$24.80 a month. This 38 percent increase is by far the largest in the history of the
Medicare program. I applaud the Chairman for holding this hearing so that we can
learn more about this problem. And I hope that Congress can take whatever actions
are necessary to ensure that increases of this magnitude do not happen again.

I understand that there are three main reasons why the increase is as large as it
is: First, about twenty percent of the increase is because Medicare Part B trust fund
reserves have been depleted to the point that they are now almost all gone. All
future spending must be paid for with future revenues, rather thap trust fund re-
serves. ndly, over thirty percent of the increase is needed because we underesti-
mated the money to pay for 1987 Medicare expenses. Physician expenditures in-
cressed 12 percent faster than had been projected last year. We have already spent
that money. And finally, the remaining 40 percent of the increase is to cover next
year's projected increase in physician reimbursements. The Health Care Financing
Administration’s actuarial estimates show Part B expenses increasing 14 percent
next year—that is three to four times the gverall inflation rate.

These are s ering increases. I know that some of the rise in federal health care
costs is due to the increases in the number of elderly Americans. And some is due to
the fact that an increasing proportion of our older Americans are much older—over
85 years of age—and t;herefgm have longer, more severe illnesses. But demographic
trends explain only a very small pari of the increase in spending. Much of the in-
crease is due to expensive advancements in medical technology, which allow the el-
derly to lead long lives and to additional money paid to physicians for treatment.

r. Chairman, the increase in the Medicare premium deeply troubles me. If we
were witnessing a one-time aberration in the premium, I would not be 8o concerned;
but it seems to me that we are witnessing a spiral in costs that—left unattended—
will never get under control. I hope that the witnesses at this hearing—both repre-
sentatives of the elderly and the health care professionals—will give us some sense
of the dimensions of the problem and the possible long-term solutions.

The CuairMaN. Thank you, Senator Heinz.

Now we will hear from our witnesses. I want to say at the outset
that we have seven witnesses. The first witness is Dr. William
Roper, Administrator, Health Care Financing Administration, and
I think all of us here on this committee are used to hearing this
word “HCFA.” But I don’t know how many older Americans are
aware that when we say “HCFA” we’re not hiccuping, we're refer-
ring to the Health Care Financing Administration. And Dr. Roper,
as its Administrator, is here to tell us how HCFA arrived at this
increase of $6.90.



Dr. Roper.

STATEMENT OF WILLIAM L..ROPER, M.I)., ADMINISTRATOR,
HEALTH CARE FINANCING ADMINISTRATION

Dr. RoreEr. Good morning, Mr. Chairman, members of the com-
mittee. I am pleased to have the chance to speak with you this
morning. I will summarize my statement. ‘

As you said at the outset, we are here to talk about the 38.5 per-
cent increase in the Part B premium and the tnderlying problem,
which is the all-too-rapid escalation in costs of the Part B program
of Medicare. Come January 1st, the premium will be set at $24.80 a
month, a rise of $6.90 over the current premium of §17.90.

As you know, Mr. Chairman, Medicare has two parts. Part A is
hospital insirance and Part B is the Su%plementary Medical Insur-
ance. Today we are talking about Pdrt B, which is financed by the
premium and by general revenuses of the Government. When Medi-
care was first passed, the two parts financing Part B, premium and
general revenue, were set so that each would finance one-half the
cost of the program. But in 1976 Congress made the decision to
limit the increase in the premium from year to year by the Social
Security cost of living adjustment percentage. That had the effect
of holding down the amount of the premium, since the costs of the
program rose at 17 percent per year and the COLA rose only 7 per-
cent per year. So by fiscal year 1983 the premium only accounted
for 25 percent of the cost of the program. That year, the Congress
moved to halt further erosion in the amount of the program fi-
nanced by the premium, and set in law that the premium would
make up 25 percent of program costs for calendar years 1984
through 1988. We have published a notice in the Federal Register
dated September 30, that sets forth the premium that will recoup
25 percent of the cost of the program. In calendar year 1989 and
thereafter, the increase in the premium will again be limited by
the cost of living adjustment. That will have the effect of keeping
down the amount of the premium.

We are proposing—and we believe it's prudent that you consider,
as the Finance Committee has—making permanent the present re-
quirement that premiums finance 25 percent of the cost of the pro-
gram. In addition, we are proposing that the premium be set at a
higher level for new enrollees in the program.

Let me explain to you the reasons for this 38.5 percent increase.
This is a $2 further increase above what we had forecast in the
fI"resident’s 1988 budget. The increase comes about because of three
actors.

First, our earlier projections for fiscal year 1987 spending under
Part B were too low. The program is growing more rapidly than we
had predicted a year ago. Also, we project that it’s going to grow
rapidly in 1988 and beyond.

Finally, we drew down the contingency fund that caused the pre-
mium to be lower than it would otherwise have been—because a
surplus had built up in the Part B trust fund.

Growth in program expenditures accounts for 78 percent of the
increase in the Part B premium. I think it’s important to stress
that the underlying cause of this increase in the premium is over-
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whelmingly the growth in program expenditures, and that's where
1 hope the Congress will focus its attention for the future. Indeed,
the contingency fund draw-down does account for some of the in-
crease, but I take issue with Senator Heinz' characterization of this
as “mismanagement.” What we have done is spent a surplus in the
trust fund, and that has had the effect of causing the premium to
be lower than it would otherwise have been for 1986 and 1987. We
believe that was a prudent step, in the best interest of benefici-
aries. What we are.now seeing is a catch-up because of two years of
having the premium be lower than it would otherwise have been.
‘We could have.opted for a more rapid catch-up of the contingency
fund but we have chosen to do this in a gradual fashion—again, be-
cause we believe that’s in the best interest of beneficiaries. -

" Decisions about whether and how much to draw down or build
up the contingency fund in each year affect only the timing of the
impact of increases in Part.B costs. Again I stress, though, that the
important focus of attention is on the underlying growth in Part B
spending. A ‘

Part B spending is attributable primarily to spending for physi-
cian and other medical services, and that's where we have devoted
our attention for the last two months in seeking ways to keep this
. increase from being so large in the future. We believe that over
half of this growth in physician spending is for increases on a per-
enrollee basis, in the utilization of services, the volume of services,
changes in the mix or intensity of services, changes in technology,
and so on. In sum, my point is it's not so much increases in prices
per units of service but rather in the number and kinds of units of
service.

This increase in utilization of services is much more difficult to
restrain because it requires looking over the shoulder of America’s
doctors, so to speak, and making judgments about whether, on a
case-by-case basis, those units of service were indeed in the interest
of beneficiaries and were necessary.

Let me turn finally to what we believe to be the reasonable op-
tions for dealing with this rapid, dramatic increase in Part B
spending and the increase in the Part B premium. Over the long
term we believe that the best solution is moving toward greater re-
liance on private health plans which have a capitation payment
feature. These plans bundle together the services that are offered
to beneficiaries and delegate to these plans substantial authority
over decisions about how much to pay individual doctors and hospi-
tals and how to make sure that their use of services is necessary
and appropriate. We believe that that sort of decentralization in
the health care system is much better than us trying to make cen-
tralized decisions for 31 million beneficiaries, 500,000 doctors, and
6,000 hospitals across the country.

Enrolling Medicare beneficiaries in private health plans is a con-
cept in which Senator Heinz has had a leadership role. It was
through his good efforts in 1982 that the TEFRA legislation al-
lowed us to offer this option to beneficiaries, and we appreciate his
and others’ efforts to foster the growth of such plans in the Medi-
care program. We currently have a million of our 31 million benefi-
ciaries enrolled in such private health plans today. We would like
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to expand these plans so that people over 65 have the same range
of choices as people under 65 for their health care benefits.

Unfortunately, we feel somewhat frustrated by recent actions of
the Congress. Last year’s Reconciliation Act raised. concerns about -
certain physician incentive payment arrangements within these
private plans; that has had the effect of raising substantial doubt
in the HMO community about the Federal Government’s intention
of moving ahead in this area. We hope that shortly this area will
be clarified through a study that our Department is doing.

Also, the House in their reconciliation language this year would -
severely curtail our ability to move ahead with certain demonstra- -
tions of private health plan arrangements within the-Medicare pro-
gram. I am pleased that the Senate Finance Committee, on the
other hand, specifically authorizes the Secretary to conduct such
demonstrations. But it is unrealistic—over the near term, at
least—to put all our faith in capitation arrangements for restrain--
ing the growth in Part B spending. We believe it's important to
apply some pressure on the fee-for-service system. There our op-
tions include limiting the amount we pay per fee; that is, price con-
trols within the Medicare program in Part B. We have in fact rec-
ommended that the amount that fees are allowed to go up be limit-
ed for all except primary care services.

A second option available to us is to provide more intensive
claims review, looking over individual claims to judge whether-
services are rendered appropriately, whether they should have
been rendered at all, to eliminate unnecessary services. We are
seeking additional funding for this “utilization review,” as it is
called, in our contractor budget.

A third option is to bundle services together and to pay a fixed
price based on average costs—some sort of DRG alternative. -

And finally, an alternative that we are working on intensively at
the moment is directing beneficiaries to preferred providers—doc-

tors and others who practice a conservative style of medicine and. -

who agree to more intensive review of their practice patterns—
based on financial incentives to beneficiaries. I believe that is a
hopeful alternative that we are working on for possible inclusion in
the President’s 1989 budget.

In conclusion, let me say that the growth in Part B spending,
while rapid of late, has been large over the two decades of the pro-
gram. Controlling the rapid growth in the Part B program is a
problem that plagued the Congress and the Administration under
both parties. We seek to work with you and your colleagues in the
Congress to deal with this problem in a way that’s best for benefici-
aries and best for all concerned with the Medicare program.

Thank you. :

[The prepared statement of Dr. Roper follows:]
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STATEMENT OF
WILLIAM L. ROPER, M.D.
ADRIRISTRATCR

HEALTH CARE FINARCINRG ADMINISTRATION

Mr. Chairman and Maabers of the comnittes. I am= pleased to be
here today to discuss the Medicare Part B premium for 1988 and
the all too rapid escalation in Part B costs. On Septexmber 20,
1987, we are publishing a notice announcing the premium in the
Federal Regigter. As you are aware, the notice sete the premium
for next year at $24.80, an increase of 56.90 over the current

premium of $17.90.

Background

I would like tc begin by placing this year's increase in its
historical context. Since its inception, Medicare has been
composed of two parts; Part A, the Hospital Insurance progran,
which principally covers inpatient hospital services, and Part'B,
the Supplementary Modical Insurance program, which covers
physician and other outpatient services. Part A is financed
through mandatory payroll deductions, while Part 8, a voluntary
program, is financed from two sources: a monthly premium paid by

beneficiaries and general revenues.

For the first nine years of the program, baneficiaries and the
Fedaeral governzment contributed equally to finance the Part B
program. Beginning in 1976, however, legislation required that
the premium be sat at the lower of cone-half of projected Part B
costs {for the aged beneficiary) for the next year, or last
year's premium increased by the cost of 1iving adjustment, or
CORA, given to Social Security beneficiaries. Between FY 1975
and FY 1983, Part B outlays grew 255 percent, or 17.2 percent
annually. During the same period, the Socia) Security COLA
increased bencfits by 81 percent in total, or 7.7 percent
annually. Since Part B costs grev more than three times as fast
as Social Sacurity benefits, and since the Part B premium
increase was restrained by the COLA, the share of Part B costs
borne by beneficiaries through premlum payments fell from 50

percent to arcund 24.8 percent for FY 1983.
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In responsa, Congress moved to halt further erosion of promium
paymants by requiring that the premium cover 25 percent of
e6tinmated Part B program outlays for calendar ysars 1884 to 1$33.
Over thig periocd, the premium has grown about 14.2 percent
annually {almost 7C percent), from $14.60 for calendar year 1984,
to the current 1388 premium of $24.80. ‘Over the same period,

progran costs have i{ncreased at the sare rate.

In 1989 and thereafter, undsr cwrrent law, preaiums will again be
limited by the cost of living Increase. 5ince we expect Part B
cutlays to grow at least 66 percent over the next 5 years, or 2.6
times as fast as the COLA, wve estimate that, by 1993, the Part B
premium will only finance 317 percant of Part B aged outlays. The
Adzinistration has proposed making permanent, for current
enrollees, the present requirement that premiums finance 25
percent of coste. In addition, the premium would be get at a-
higher level for all other enrollees. MNaintaining the premium at
25 percent of program costs for all enrcllsas alona would reduce
the Paderal deficit by $1 billion in FY 1989 and by $6 billion

over three years (FY 1989 to FY 1991}.

Methodology for Setting the Premium

For calendar years 1984 through 1$88, the Medicare statute
requires the Secretary to promulgate a prezmium based on a monthly
actuarial rate equal to one-half of the total benefits and
admini{strative costs which arc estimated to be payable for Part B
services to enrclleas aged 65 and over. In catculating the
monthly actuarial rata, the Becretary i{s required to include an
appropriate amount for a contingency margin for the part B trust
fund,

Explanation of the 1988 premjus increase

In 1988, the sonthly Part B premium will increase to $24.80, an
increasa of $6.50 or 38.5 percent over the current premium of
$17.90. In the President’s FY 3988 budget, we had projected a
1988 premium of $22.80. Faster program growth, howvever,

necessitates a higher premium.

Three factors explain the $6.90 increasc: adjusting prior years'
spending estimates that proved too low accounts for 35 percent of

the increase: projected spending increases from 1987 to 1988
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account for 43 percent: and the drawv-down on the contingency in
1987 contributes roughly 22 parcent. (See Table 1} 1 would like
tc slaborats on thase findings presently.

As noted, growth in program expenditures contributes 78 percent
of the increase in the 1988 Part B premium. This tranclates into
$5.40 of the $6.9C increase, and the $5.40 can be broken down
into two pieces: spending in 1887 that aexcaeds projections, and

projected spending increases from 1587 to 1388.

our projections of 1987 expenditures st the time the 1987 prezium
was promulgated were nearly 11 paercent lower than our current
estimates of spending for 1987. Were we to recalculate the 1387
premium based on current estimates, {t would be $2.40 higher than
it actually is. This difference accounts for 13.4 percentage
points of the 28.5 percent increase in the premium for 1988.
Increases in physician spending alone account for over 90 percent

of these 13.4 percentage points.

Totally apart {rom those unanticipated increases in costs in 1987
are axpected increases in costs iﬁ 1988. Current actuarial
estimates show an Increase In Part B spending of 13.9% percent for
1988. This growth accounts for $3.00 of the $6.90 increase in
the 1988 premium, or 16.7 percentage points of the 38.5 percent
increase. Physician spending is responsible for the licn'‘s share

-- 63 parcaent =-- of that 16.7 percentage point increase.

In summary, for both the unanticipated increase in Part B
spending in 1987, and the projected increase in Part B spending
in 1988, growth in expenditures for physicians' services
conatitutes the bulk cf the increase. Increases in physician
epending explain $4.05, or nearly 60 percent of the $6.90 jump in

the 1988 premium.

Effects arising froz the contingency fund constitute the
remaining 22 percent of the increase, or $1.50 of the $6.90
{ncrease, The Part B contingancy is essentially equal to the
cash balance of the trust fund net of charges for services that
have alrcady been provided but which have not yet been paid. The
purpose of the contingency is to maintain reserves adequate to
cover unexpected events or circumstances. In addition to the

contingency, there is a bullt-in cushion in the trust fund due to
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the time lags between both the provision of a service and when a
bill is sent to our contractor, and receipt of a bill and actual
payment. The Part B contingency need not be terribly large, or
aeven positive, given the built-in cash float and tha fact that
the tinancing of the trust fund is adjusted annually when the
premium is promulgated. In fact, the contingency in this premium

promulgation is negative.

The actuaries believe that a contingency equal to approximately
3.5 percent of the following year's incurred expenditures is the
cptimuzm level. Mowever, given the volatility of the trust fungd
expenditures, the optimal level servaes only as a target. In some
years the contingency is larger than 3.5 percent, in other years
smaller. In either case, our policy has been to move in the
direction of the optimal leval, usually over the course of a
number of years, in order to minlmize dramatic swings in the

premium,

At the end of 1584, the contingency reserve for Part B excceded
the adegquate level. Net assets totalled $6.3 billion. (Table 2)
Consistent with our approach of correcting surpluses and deficits
over a period of yecars, premius rates vere set at levels intended
to spread or amortize the 1984 surplus over the years 1985
through 1387. 1In each of these years, to reduce the reserve tc
the appropriate level, the Part B premiun promulgated by HCFA vas
Iower than the amount that would have been necessary to finance
25 percent of incurred expenditures because of the draw down froxz
the contingency reserve. Had we not spent from the reserve in
these three years, the premiums would have bean higher by $0.64

in 1985, $0.83 in 1986, and $1.43 in 1987, before rounding.

Thus, if we had not reduced the 1987 premium by drawing on the
contingency reserve, the {ncrease in the 1988 premium would have
been less dramatic, and we also could have drawn on the higher
reserves to reduce the 1988 premium increase further. However,
we expect that approach to the 1987 premjum would have laid us
open to criticism that we were charging an unjustifiably high
premjur, given the large contingency reserve at that time. When
the 1987 premiu= was promulgated a year ago, ve vere projecting
net trust fund assets of about $ 7.7 billion at the end of 1985,
§5.1 billion-'at the end of 1986 and $3.2 billion at the end of

19872.
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Based on more recent data, we now know that our spending
projections for last year wera too low and that the trust fund
balance was therefore reduced somewhat more than intended.
Moracver, the contingency reserve will be negative at the end of
1887 and 1988. However, given the cash float, the trust fund
will be able to maintain payments. The actuaries estimate that
the cash balance at the end of 1988 will be sufficient to finance

an additional 1.7 months of trust fund ocutlays.

Although, the trust fund will be able to continue to make
payments with the negative contingency. this is clearly not the
optimal way to finance the trust fund. We could have opted to
rebuild the contingency to the optimal level in one year. This
would have required, howevar, that the premium increase be
approximately $2.00 higher. Given the $6.90 increase already
planned, this option was not viable. Therefore, we again decided
to move the contingency back toward the optimal level over 2
number of years. The premium we have astablished for 1988
inciudes 6.5 cents to prevent further reduction in the
contingency. Including the effect of the $1.43 reduction in the
contingancy in the 1987 premium, the total contribution of the
contingancy policy tc tha 1988 premium increase is $1.50, or 8.4

percentage points of the 38.5 percent increase.

wWnile the Part B contingency policy bears on the year-to-year
changes in the premiuz, it does not affect the total prermiums
paid by benaficiaries over & number of years. Decisions about
whether and how much to draw down or build up the contingency
fund in each year affect only the timing of the impact of

increases in Part B costs.

The important point is that the Part B premiuxs in the years 1984
through 1988 is driven by growth in Part B costs, not by our
policy on the contingency fund. The annual rate of increase in
the premium between 1984 and 1988 is 14.2 percent, copsistent
with the 14.4 percent annual rate of growth in incurred part B
spending per enrollee benefite during that period. To speak
figuratively, then, increases in Part B coste are the engine in
the premium machino. To have lower premiums, we need to control

the growth In progran expenditures.
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Part B spending is attributable primarily to spending for
physician and other medical sarvices {76 percent} and hospital
cutpatient services {20 parcent). Group practice prepayment
plans and other services account for the remainder of Part B
spending. Physicians® se;vicas comprise about B85 percent of the
rhysician and other medical services category. (Other medical
services include durable medical equipment, ambulance services,
laboratory services, etc.}. Thus, physicians® sarvices,
representing about 65 percent of total Part B payments,
effectively drive Part B spending.

Historically, Medicare physician spending has increased very
rapidly, particularly relative to growth in the general economy,
as measured by the Gross Natjocnal Product {GNP). Between FY 1975
and FY 1983, it increased 342 percent or at a compound annual
Trate of 19.7 percent. The GNP increased about one-third this
=much (113 percent or at a compound annual rate of 9.9 percent)

during this perjod.

This growth produced commensurate increases in physicians*
incomes. According to the annual Hedical Economics survey of
physicians, medlan net physician income grew 30.8 percent between

1981 and 1986. The CPI grev by 20.6 percent in the same period.

The long-term growth trend in Medicare physician spending slowed
somewhat betwaen fiscal years 1984 and 198¢, when the hospital
prospective payment system was izplemented and the 22-month
treeze on physician fees (30 months for non-participating
physicians} vas in effect. Medicare physician spending increased
only 24.6 percent during these years, or at a cozpound annual
rate of 11.6 percent. Notwithstanding the Medicare fee freezes,
this was still double the growth in the GKP. Thus, the
porsistent high rate of increase Medicare expenditures for

physician sarvices continues to pose a problexz.

The national health expenditures data series offers further
insight intc the Medicare physician spending phenomencn. The
data shov that Nedicare physician spending is increasing faster
than non-Medicare physician spending. Between 1980 and 1986,

o e
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Mcdicare physician spending increased 60 percent more than non-
Medicare physician spending {141 percent versus 88 percent} and
more than two and a half times as much as tha GNP [54 percent}.
As a result, the share of the physician market attributable to
Mmedicare payments increased 22.5 percent, from 16.9 percent in
1980 to 20.7 percent in 1886, This figure compares to an
{ncrease of only 11.7 percent in the beneficiary population over

this period.

what is casusing the overall 13.5 percent per aged enrollee
increase in Medicare physician spending? We believe that over
nalf is due to what we call the residual category, which includes
increases on a per enrollee basis in the utilization or volume of
services; changes in the mix or intensity of services; and
changes in taechnoclogy and new servicas or bcncfits. increases in
the utilization of services include increasas in the volume of

gservices such as ambulatory visits, and 1adb and radiology tests,

as well as fragmentation of services, producing an increase in
the number of bills for a given sarvice or bundle of services.
Changes in the mix or intensity of services include both real and
reported changes in services (e.g., new and more complicated

services as well as upcoded services).

it is not at all clear that these increases in utilization have
improved thae quality of medical care. The rasearch of John
vennberg and Philip Caper on practice patterns indicaées that
wide variations in practice patterns exist without producing
clinically meaningful differencas in health outcome. HCFA's
research agenda with regard to practice variations is very
active. 1In particular, the RAND practice pattern study is
finding that many procedures arc performed for inappropriate

indicators.

It has been suggested that physician and other Part B costs are
increasing because an increasing percentage of Medicare
beneficiaries are using sufficient services to exceed the
deductible. The value of the annual Part B deductible, which has
stayed at $75 since 1982, is eroding due to inflation, with the
result that more baneficiaries meet it. Nevertheless, very
little of the increase in Part B costs can be attributed to this
factor. Between fiscal years 13982 and 1986, the percentage of
aged Medicare enrollees wvhose spending for Part B services

exceeded the deductible increased by 2.5 percentage points per
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year from 67.% to 77.8. The increase in Part B expenditures
attributable to beneficiaries who cross the deductibie threshold
due to its declining real value is minimal because the amount by

which they exceed the deductible is very small.

Another hypothesls holds that increases in Part B spending are
due, in part, to a shift in the delivary site of gervices from
inpatient to outpatient settings, as a consequence of the
hospital prospective payment system or the activity of Peer
Review Organjzations. This movement would cause a ghift from
Part A to Part B, resulting in a greater rate of increase in Part
B cutlays. This hypothesis, however, contributes little to
axplaining the growth in Part B apending. Although spending for
hospital outpatient department facility services is increasing,
this sector is toc small a plece of the whole to explain the
incresses in either physician or total Part B expenditures that
we are observing. cConsidering physician payments, the bulk of
physician services does not vary according to the gite of service
(i.e., hospital inpatiant #etting ys. hospital outpatient
department vg. physiclan office), shifts of services from
inpatient to outpatient settings should not much affect physician
spending. In fact, it has been argued that the sghift toward
outpatient gettings might be sioving growth in physician &pending
if, for examplae, physicians perform fewcr consultations and iab
tests here, as some speculate they do. Thae redistribution fros

Part A to Part B of costs associlt.d vith faciiity services ang
non-physician services such as laboratory tests is also too small

to explain the high growth in Part B spending.

The aging of the Medicare population has also been offered as a
possible explanation for the growth in Part B outlays. However,
this factor will contribute very little to projected increases in
Part B spending in 1988. In fact, it is estimated that it will
&ccount for only 60 cents of the projected $118.17 increase in
part B benefits per aged bencticiary for the year ending Junc 30,
1888. This amounts to $17 million of the projected increase of
§3.9 billion of incurred benefits for the elderly during that
period.

Understanding the specific components of the increases in the
utilization of services is a &iffjicult undertaking for several

reasons. In the past few years we have devoted significant
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resources to developing a new Part B data basa, known as the Part
B Medicarc Annual Data System, or BMAD. Our goal in developing
this system is, precisaly, to be able to understand and describe
characteristics of Medicara payments to physicians and other Part
B providers. Unfortunately, our efforts to develop comparative
historical data have been hazpered by the lack of a common
procadure terminology and coding system across carriers, prior to
1984-1985. Time lags between the actual provision of services
and the accumulation of complete data for the time paricd in
which those services were furnished also complicate analysis.
Additionally, the magnitude of the claims volume processed by
carriers -- projected to be 367 million claims in FY 1988 or 1.4
million per working day -- presents a formidable task. Finally,
carrier claims processing systams vary and this leads to
differences in the way information from bills are processed and

stored and tc inconsistencies in national comparative data.

To understand what is causing the increase in Medicare physician
spending, HCFA has funded cooperative agreements with the Center
tor Mcalth Econcmices invelving 10 states from 1983 to 1988, The
researchers will disaggregate the components of the increase.
Howevar, no results ars aexpected before early 1988 and full
results will be available in mid 1990.

our rasaarch and demonstrations grants solicitation, published on
September 10 in the Federal Register emphasizes our major
commitment to better understanding characteristics of and trends
in physician payment, and identifying recommendations for changes

in Medicare physician payment policy.

options

The dramatic increase in the premium fér 1988 is perhaps most
productively viewed as a symptom of the continuing high rate of
growth in Part B costs. To control these increases effectively
over the long term, it will ba necessary to address both price

and utilization.

We believe that capitation approaches offer the greatest pronise
for successful long-term reform of the Medicare payment system.
By placing the determination of globally bundled payments,
decisions regarding fee levels, utilization review, use of
preferred provider networks, and adoption of incentive systems
to encourage appropriate care in the hands of plan

administrators. Each plan can approach these lssues as it deems



21

best. Encouraging a varjety of private health plan copticns also
offers beneficiaries choices and opportunities for expanded

bencfit packages.

For these reasons, the Administration is pursuing as a long-term
policy goal greater availability to Medicare beneficiaries of
pre-paid health care options. To further the availability of
private health plan options to Medicare beneficiaries, the
Sacretary has proposed legislation that would enable HCFA to
enter into risk contracts with employers and unions, permitting
these entities to combine their supplemental benefits with the
Medicare benefit, for their Medicare-cligidble retirees and
annuitants., Such arrangements would pave the way for exployers
and unions to rationalize and perhaps enrich the health coverage
they provide, and would allow their retirees and annuitants to
come on to the Medicare rolls without disruption of their
existing relationships and routines with haalth care providers.

The Department has alsoc planned demonstrations of this concept,
generaily calied the MIG or Medicare Insured Group

demonstrations,

We have baen frustrated in our efforts to test and proceed with
these ideas, which we believe have jimportant potential, by
several recent actions in the Congress. The Omnibus Budget
Reconciliation Act of 1986 included a provision prohibiting
physician incentive plans which, when it takes effcct January 1,
may seriously impair the ability of MMOs and CMPs to structure
incentive arrangements that enccurage physicians to reduce
inappropriate utilization. The prohibition may undermine the
viability of HMO/CMP risk contracts, effectively denying senior
citizens the benefits of this important feature of the Medicare

progranm.

In addition, House raconciliation language for FY 1988, if
enacted, would severely curtail our ability to move ahead with
HIG demonstrations. Thesc restrictions slow our progress toward
greater contrel over physician and Part B spending, even as we
struggle together to solve this problem. I am pleased to note
however, the Senate FPinance Committce reconciliation package
specifically authorizes the Sacretary to conduct such
demonstrations. We hope this position will prevail in

Conference.
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we recognize that it is unrealistic to expect our private health
plan strategy to change the profile of the Medicare program in
the near term, making capitation the predozinant mode of health
servicas dclivery and reimbursement. Therefore, ;e believe it is
important to apply somc pressure on the fee-for-service systez.
While each suffers from limitations, we have identified four
broad conceptual approaches to controlling escalating costs in
this environment:

o 1limit payment fees;

o provide intensive claiss review to eliminate unnecessary

services;
o bundle services and pay a fixed price based on.averages; or
o diract beneficiaries tc preferred provider networks that

exclude providers with inappropriate practice patterns.

Limit payment fees, HCFA strongly supports.steps:to rezedy .
situations where Mcdicare reasonable charges are overpriced.:
Last year we proposad reductions for cataract surgery which were
incorporated in the Omnibus Budget Reconciliation Act of 1986.
%.s strongly support the actions taken in the FY 1988
veconciliation bills to reduce payment for certain overpriced
procedures. HKCFA has a strong progran of operational reviews of
sslected procedures, research on identification of overpriced
procedures and research to develop a relative value scale. {RVS)

system.

Nevertheless, we are pessimistic that.an RVS .system will effect
meaningful large-scale reform of physician payment or
successfully control spending in this areas- Such an approach may
jmprove percepticns of equity among physicians. However, past
experienca tells us that physicians will respond to price
reductions or payment redistributions that will eccur under an
RVS system by increasing volume, perhaps leaving us in a worse

situation than we are in now.

Intepsive clajms revigw to validate medical nacessity and
appropriateness of the level of care can greatly reduce payment
for unnecessary services and cut program costs. In FY 1988, we
proposa to expand our carrier medical raview activitieé by about
40 percent to over $74 million. These activities will save the
part B program almost $520 million, a return of better than seven

to onec. But clearly there are limits to this approach imposed by
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system capacities and perceptions of arbitrariness by

beneficiaries and providers.

Bundled payments and fived prices based on averages reprasent
ancther option to achieving Xedicare payment reform. By
establizhing a fixed prospactive payment, this approach would
increase incentives to provide only medically necessary and
appropriate services, similar to incentives operating in the

successful hospital DRG gystenm.

The President's budget for FY 1$88 included a proposal to bundle
payments for radiology, anesthesioclogy and pathology (RAP)
services into a single payment azount for hospital-basged
physicians' services. This approach recognizes the unigque
relationships that physicians providing RAP services have with
hospitals and patients. Traditionally, these physicians maintain
a hospital-basad practice and have a contractuél arrangement or
other close relationship to the hospital. Their relationships
with individual patients are distinctive from those of attending
physicians in several ways: usually, the patient has no
opportunity to select these physiclans, their services are
dapendent upon the attending physician’s orders or decisicn for
surgery, and their care for the patient ends with discharge.
These factors make & DRG-bascd payment for RAP services more

feasible and advisable than cone for all inpatient services.

Preferxed provider networks., Increasingly, the private sector is
making use of preferred provider networks, or PPOs, to direct
beneficiaries to selected providers. FPlan adrinistrators enrolil
providers that offer high quality care at favorablie prices.
Provider performance is assessed through intensificd utiljzation
review and poor performers are excluded from the network.

Perhaps the PPO approach could be used effectively to make
changes in Medicare. We could contract with PPO administrators,
possibly existing carriers, to organize and zanage Medicare PPOs
in their areas. Through the operation of utilization review and
financial incentives, the program might bring needed pressure to
bear on volume and lavel of intensity of services, resulting in

more appropriate utilization and patterns of service.

Issues to be considered in developing a Medicare PPO include: how

benoficiaries could be encouragad to use the PPO providers,

¥
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whether expected patient volume and other incentives would be
sufficient to attract providers to join the network, and whether
efficacious utilization profiles could be developed to weed out

providers of inappropriate care.

As the members of this Coxmittee know well, getting a handle on
the rapid growth of the Part B program is a problem that has
plagued the Congress and both Republican and Democratic
adoinistrations since the beginning of the program (except during
the Economic Stabilization Program of 1971-1%73). There are no
easy or quick solutions. Although we prefer the reforms we have
proposed, the Administration supports savings provisions that
slow the growth ratc in Medicare Part B spending such as freezes
on physician payment for non-primary care services. Such
provisions would help slow future peneficiary premium hikes and
future jumps in the Federal deficit from socaring Medicare Part B

costs.

I want tc erphasize today that I recognize the importance of this
problem. I am committed to working with you toc tind acceptable
and effective ways to control the rapidly escalating Part B cosis
that are placing an unacceptable burden on beneficiaries and on

the Federal budget.
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Table 1

COMPONENTS OF INCREASE IN 1988 PART B PREMIUM

FROM $17.90 TO $24.80

Total increase in premium ($6.90; 100%)

Correction for prior projections ($2.40: 35%)
Physicians® reasonable charges
Group practice prepayment plans

Other categories

Program growth, 1987-88 {$3.00; 43%)
Physicians' reasonable charges
Outpatient hospital & other institutions
Group practice prepayment plans‘
Independent lab

Home health agencies

Contingency reserve ($1.50; 22%)
Completion of spend-down

Build-up for 1988

12.1%
2.2%

-0.9%

10.6%
4.13%
1.3%
0.5%

0.0%

8.0%

0.4%

38.5%

13.4%

16.7%

B.4%



1966
1967
1568
1969
1870
1971
19872
1973
1974
1975
1976
1977
1978
*979

980
1381
1582
1983

1984
1985
1986
*1987
%1988
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TAB

LE 2
Actuarial Status of the SMI Trust Fund

Balance in
trust fund

122
412
421
195
188
450
643

1,111
1,506
1,444
1,755
3,099
4,400
4,902
4,530
5,877
6,230
7,070

5,698
10,924
8,291
4,793
6,184

Excess
Ratio /1
{in months) ljabilities Ratio /2

1967-1988
(Dollar Amounts in millions)
INCURRED
Excess of
assets over Incurred

1.12
2.90
2.45
1.08
0.95
2.07
2.7
3.58
3.82
3.08
3.32
4.80
5.70
5.23
3.88
4.3%
3.84
4.13

4.87
4.80
3.10
1.56
1.75

As of June 30,

77 0.048
{104) -0.053
(238) -0.111
{497} -0.212
{323) -0.327
{161) -0.057

{64) -0.018
244 0.056
270 0.051
{3) 0.000C

627 0.084
1,770 0.201
2,482 0.235
1,768 0.139
788 0.054
2,783 0.158
3,988 ©.200

As of December, 31

6,257 ©.265
7,624 9.272
3,185 0.096
{1,494} -0.039
(1,417) -0.033

+ Projected.

/1 Number of mon

end of year cash balance.

/2 Ratio of assets less 1iab

ths of Trust Fund outlays that could be fimanced by

jlities at the end of the year to total incurred

expenditures for the following year.

SOURCE:

31987 Annual Report of

the Board of the Trustees of the Federal

Supplementary Medical Insurance Trust Fund.



27

The CuairMAN. Thank you, Dr. Roper. ,

You say that your preference is capitation and state that close to
one million of the 32 million older Americans on Medicare are
under capitation under some plan. That's only about 3 percent.

Dr. RorEr. Indeed.

The CHAIRMAN. I can see that it would relieve you and perhaps a
lot of people—Congress, too—from a lot of headache if capitation
costs came in at a figure that was less than would be the case with-
out it. Have you got some indication that that will indeed be the
case if capitation were pursued?

Dr. Rorer. Let me begin, Mr. Chairman, by saying that my em-
bracing the idea of capitation with a private health plan option in
Medicare, as we prefer to call it, is based not on a cost savings but
rather because I believe it’s in the best interest of doctors, hospitals
and beneficiaries for us to decentralize decision-making and allow
these private plans to make those judgments instead of us making
them here centrally.

The CHAIRMAN. Well, 1 would certainly agree with that because
I've looked at some of the headaches of paperwork and computer
work that is involved with getting a payment out of Medicare.

Dr. Roper. But let me get to the point of your question——

The CHAlrMAN. It would claim to relieve you of all of that, but
haven’t you created a sort of a monster within this computer
framework of how many slots there are, how many different types
of x-rays covering almost the same type of diagnostic procedure,
and how many different tests are available that you're willing to
pay for if the physician is willing to order them?

Dr. Roper. The current system of traditional Medicare is very
complicated, as you say. That’s a basic reason for wanting to move
in this direction to the private health plans.

The CHAIRMAN. But haven’t you created that monster yourself?

Dr. Roeer. No, sir.

The CHAIRMAN. Who has created it?

Dr. Roper. Well, that’s the way the health care system has
evolved. And under the traditional Medicare program we pay bills
under the Part B payment system the way private insurers pay
their bills——

The CHairMAN. So the insurance companies have done it to us?

Dr. Roper. Well, I'm not pointing fingers anywhere——

The CHAIRMAN. Well, I want to find out because Congress or the
Administration or somebody has done it to us, and I'd like to know
whether you are partly guilty.

Dr. Roper. I am sure we'’re partly guilty.

The Cuairman. All right. We'll start from there.

How much are you guilty?

Dr. Rorer. Let me answer that by——

The CHAIRMAN. You can'’t be just partially pregnant. How much
are you guilty?

Dr. RorEr. We are equally guilty.

The CHAIRMAN. Equal with whom? Who are you equal with,
Doctor, in this guilt?

Dr. Rorer. I think we have a system that is driven by benefici-
aries’ legitimate desires for better health care services——
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The CHAIRMAN. I've never gotten a complaint yet that said that,
“You know, when I went to my physician the other day, he
wouldn’t take all those tests that I was hoping he would take.” I've
never had that complaint.

Dr. Roper. Secondly, it’s driven by physicians who are changing
the way they practice medicine——

The CHAIRMAN. Isn’t it driven partially by the fact that some-
times we've held down fees for physicians and they made up some
of that by some tests?

Dr. Roper. Sure. We have had price freezes in the past and that
has led, quite understandably, to physician’s changing behavior
whzét was not frozen, that is, the number of units of service deliv-
ered.

The CuaIrRMAN. Can we untangle that?

Dr. Roper. Yes, sir. And that’s the point for bundling services to-
gether under a capitation arrangement. And you asked me——

The CHAIRMAN. Now, wait a minute. You've got two different op-
tions. One of the options we have is bundling similar to DRG’s in
hospitals. Is that of much value for us to consider?

Dr. RopER. It’s not my favorite proposal. I'll put it that way.

The CHAIRMAN. The thing that bothers me about capitation, I
don’t know how we get a capitation plan in Forsyth, Montana—
that just happens to be my home town—I don’t know how that
would work in rural America. I don’t know—as a matter of fact, I
don’t know how a couple who are retired and on Part B Medicare
who are completely satisfied with their physician services, how
they would get info a capitation program. That’s the part that
bothers me. I think capitation is rather a large organization, isn’t
it? We can’t modify that to make it real small groups, can we?

Dr. Roper. Well, I think it is easier for these plans to set up in
urban areas. Increased enrollment in private health plans will
come incrementally. While we're awaiting that it’s important for
us to do what else I addressed in my testimony, and that is to
apply the oversight that we already are, but to a greater extent, to
look at individual claims and judge whether or not they are for ap-
propriate services, appropriately rendered.

Further, we are looking to move in the direction of selecting con-
servative practitioners of quality medicine and steering a larger
volume of patients to those practitioners.

The CuairMaN. Well, I think it might be confusing, what you
mean by “conservative practitioners.” 1 think a lot of people might
think that’s some sort of Republican position. [Laughter.]

Why don’t you tell us what you mean by “conservative’?

Dr. Roper. What I mean by that, sir, is people who do not over-
utilize services inappropriately.

The CrairMaN. All right. %‘hat means a physician that is only
going to order a test or an x-ray because he thinks it's absolutely
essential to that particular day or for this particular patient. Is
that what you're saying?

Dr. RoPER. A physician who orders the things that are necessary
for quality medicine.

The CHAIRMAN. In other words, you mean a physician who has
asked for less tests and less x-rays?

Dr. Rorer. Who has not overutilized, yes.
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The CHAIRMAN. Well, I've taken enough of your time, Doctor. 1
think we should allow these other Senators some time.

Senator Heinz.

Senator HeiNz. Mr. Chairman, I'd be happy to go next, but are
you going by the early bird rule, or by courtesy? [Laughter.]

The CHAIRMAN. ] guess under the early bird rule I should recog-
nize Senator Cohen.

Senator Domenici, do you have an opening statement you want
to make?

Senator DoMmeNicl. No, I'll do it all at once. [Laughter.]

Senator CoHEN. Doctor Roper, I'd like to just follow up on the
last question.

If the Medicare Program directs beneficiaries to the more cost-
conscious physicians, would you have a situation in which physi-
cians who hold down the services that they provide would reduce
the quality of care? Would you run the risk that by directing more
patients to those physicians who are more conservative, you there-
by increase their volume, and thereby run the risk of decreasing
the quality of the medical care they provide?

Dr. Roper. To be clear, our desire would be not simply to encour-
age patients to go to cheap doctors, but to good practitioners of
quality of medicine but who are careful practitioners.

Senator CoHEN. How do you determine that?

Dr. RopEr. In general, the private plans that are now doing this,
and insurance companies all over America, have set up so-called
“preferred provider organizations.” They look at the pattern of
practice a given physician has over time and compare that to judg-
ments that peers—other doctors—have rendered about how to
manage specific kinds of illnesses. It's a somewhat complicated task
but one that many private insurance companies are doing right
now.

Senator CoHEN. Why haven't we called upon the private sector
before for guidelines as to the ‘“conservative” practice of quality
medicine. In other words, you made a statement earlier that 78

rcent of the Medicare Part B premium increase is due to growth
in the program, and that most of that program growth is due, in
fact, to the increased utilization of physician services. Has there
been any analysis done as to whether physicians are providing in-
appropriate or unnecessary services?

Dr. Rorer. Yes. There is a growing body of literature that sug-
gests that some of what is done is not necessary.

Senator CoHeEn. Well, you didn’t say that in your testimony. You
indicated that most of that 78 percent is due to the fact of—

Dr. Roper. What I said was, 78 percent of the increase is due to
increased program costs, and the largest part of that is due to in-
creased utilization, not price increases.

Senator CoHEN. Would you furnish us with the analysis that has
been done by HCFA——

Dr. RoPER. Sure. Be glad to.

Senator CoHEN [continuing]. Of what the causes are?

Dr. RoPER. Yes, sir.

[Subsequent to the hearing, the following information was r.
ceived for the record:] :

83-915 0 - 88 - »
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Carrection .!qr prior projections:

Physicians 121
GIOUD Praction PIEPAYITENT PlAMS.....ccociiiiiiririsisirssssssssss s tstssss s e osssss s s sp s 1o esnanenecores 22
Other -9
Total corrections $240 35 134
Program growth:
Physicians 106
Outpatient hospital and other institutions. 43
Group practice prepayment pia 13
IROBPENLRAT AS ...ttt et e 5
Total program growth......c..cooooeeevnninirninninns 300 43 187
Contingency reserve:
Completion of spend-down 80
1988 funding oA
Total contingency 150 22 84
Total increase in premium $6.90 100 385

The CHAIRMAN. Senator Shelby.

Senator SHELBY. Thank you, Mr. Chairman.

Doctor Roper, let’s go back and see if I understand the figures
that you were talking about earlier. Did the Part B premium in-
crease 38.5 percent?

Dr. Roper. It will increase that much on January 1.

Senator SHELBY. It will increase 38.5 percent over the previous
amount?

Dr. Roper. Yes, sir.

Senator SHELBY. Now, as I understand it, 13.4 percentage points
of the 38.5 percent increase in the premium was what part of phy-
sicians’ reimbursement?

Dr. Roper. Do you mean, how much of that was——

Senator SueLsy. Right, how much of the 38.5 percent increase
could you attribute to the increase in the physicians’ expenses?

Dr. Roper. In general—do you want precise numbers or round
figures?

Senator SHeLBY. Well, as tight as you can get them.

Dr. Roper. OK. Making up for our having forecasted too low for
1987, 12.1 percent out of 13.4 percent was for physicians’ services.
And then our projection of growth for 1988, 10.6 percent of 16.7
percent is physicians’ services. So in ball park figures, about 70
percent of the increase is due to increased physician expenditures.

Senator SHELBY. Seventy percent of the increase. Now, let’s go
back to the 38.5 percent. Let's break that down slowly, step by step.
Would you please break that percentage down. What accounts for
the increase of 38.5 percent?

Dr. Rorer. Let me try to do it as simply as I can.

Senator SHELBY. Thank you.

Dr. RopEr. What I'm talking about is what fraction of the in-
crease each of these represent—— )

Senator SHELBY. Right.
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Dr. Roper [continuing]. And 35 percent is for a correction of our
prior projections having been too low; 43 percent is for our expecta-
tion of program growth through 1988; and 22 percent is for build-
ing up the contingency reserve to a prudent level.

Senator SHELBY. Let’s go back to this 35 percent. Is the 35 per-
cent the result of a surplus that was used up?

Dr. Roper. Well, the surplus is the third item—the contingency
reserve.

Senator SHELBY. The 22 percent?

Dr. RoPER. Yes, sir.

Senator SHELBY. Because we have a lack of funds in the contin-
gency fund, you have got to build it up. Is that correct?

Dr. Roper. Yes.

Senator SHELBY. Why did you use it? Was that based on a move-
ment of political choices, for expediency?

Dr. Rorer. No.

Senator SHeLBY. To make you look good?

Dr. Roper. No. It was a desire to keep the premium as low as
possible for beneficiaries——

Senator SHeELBY. Well, that’s what I'm getting at. And who made
those decisions? OMB? Or did you make them?

Dr. Roper. My predecessors did it.

Senator SueLey. Who was your predecessor?

Dr. Rorer. Carolyne Davis.

Senator SHELBY. Was this decision with the acquiescence or rec-
ommendation of OMB? :

Dr. Roper. No. They weren’t involved in that decision at all.

Senator SHELBY. Was this done for the years 1985 and 1986, or
1986 and 19877

Dr. RopEr. It was for 1986 and 1987.

Senator SHELBY. The fiscal years? :

Dr. Roper. The calendar years. The premium is set on a calendar
year basis. :

Senator SHELBY. The calendar years.

So those funds were depleted, or basically depleted?

Dr. Roper. We spent down a savings that had built up. The con-
tingency was higher than it needed to be, and we—or my predeces-
sors—chose to spend down that amount.

Senator SHELBY. And then when it was spent down, you needed
to come up with a 38.5 percent overall increase?

Dr. Rorer. Because also during that same period, spending in-
creased more rapidly than we had projected.

Senator SHELBY. Doctor Roper, is there enough competition in
the health care delivery system in this country?

Dr. Roper. No, there is not. And that’s one of the things we'’re
anxious to change. ,
Senator SHELBY. Is that one of the problems—why the physi-

cians’ costs are going up and up?

Dr. Roper. In general, the health care system doesn’t have
market forces restraining costs like other parts of our economy do.

Senator SHELBY. You also mentioned earlier in your testimony,
and I've heard this from the Administration off and on, in the area
of self-reliance, the movement should be toward greater reliance on
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private health plans in this country. But private health plans
aren’t going to take care of everybody in this country, are they?

Dr. Rorer. They already care for, as Senator Melcher was saying,
a million of our 31 million Medicare beneficiaries, and that number
is growing.

Senator SHELBY. And how many do they not take care of?

Dr. Rorer. Well, 29 million have chosen not to enroll so far.

Senator SHELBY. Well, how are people going to take care of them-
selves with private health initiatives if you do not have the tax in-
centives to do this? If we are going to make economic. policy in this
country——

Dr. Rorer. The private health plan under Medicare really
doesn’t touch on tax policy. What it does is———

Senator SHELBY. But shouldn't it touch on tax policy?

Dr. Roper. No.

Senator SHELBY. Why?

Dr. Rorgr. It simply is a different way of paying for the bills that
the elderly face.

Senator SHELBY. And how does it work?

Dr. Roper. Currently, in traditional Medicare, we pay doctors
and hospitals directly. Under a private health plan, we pay instead
a fixed amount per month to private plans and they, in turn, pay
doctors and hospitals. So it’s a different payment arrangement.

Senator SHELBY. Is it working?

Dr. RorEr. Yes, sir. Again, my hat is off to Senator Heinz and his
leadership in bringing this about. It is working. We've had some
bumps on the road, but with your good help we’ve solved them.

Senator SHeELBY. Well, it would be nice if it worked everywhere.
But what I'm getting at, is it going to work for everyone? It looks
to me like it's going to be a mix out there. There are a lot of people
who can take care of themselves, which we applaud, and I'm sure
we should make policy to help them do this. But it seems to me
there are a lot of people who are going to need some assistance and
we should take care of these people.

Dr. Roper. Oh, clearly we should. If I'm understanding you,
though, in these private health plans—that’s where the elderly get
the most assistance, the most help, the least paperwork, the least
hassle. But nonetheless, while we have only a portion of Medicare

_beneficiaries in private plans, we have an obligation to manage
prudently the traditional Medicare program. And that is, as I said
in my testimony, the direction we're headed.
Senator SHELBY. Doctor, your predecessors at HCFA made the de-
cision to spend down the surplus, a decision you were not involved
in—
Dr. Roper. I probably would have made the same decision.
. Senator SHELBY [continuing]. Is that good management or mis-

management?

Dr. RopEr. I think that’s good management.

Senator SHELBY. It's good management?

Dr. RopEr. Yes, sir.

Senator SueLBY. And where do you determine it's good manage-
ment to spend the surplus down and then raise the price of the
premium by 38.5 percent?
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Dr. RopEr. Clearly, the wide swing in the premium is not a good
thing for beneficiaries. But I make the point——

Senator SHeLBY. And this contributed to it, didn’t it?

Dr. Ropgr. I make the point——

Senator SHeLBY. The spending-down contributed to the wide
swing in the premium, did it not?

Dr. RopeR. The spending allowed the elderly not to have as high
a premium in 1986 and 1987——

Senator SHELBY. For just a short time?

Dr. Rorer [continuing]. As they otherwise would.

Senator SHeELBY. Wouldn't it have been better to spread the
spending down of the surplus out and not have such a substantial
increase in the premium for this upcoming calendar year?

Dr. Roper. I think the elderly appreciated not having to pay such
a high premium in 1986 and 1987.

Senator SHELBY. And do you think the elderly are going to appre-
ciate a 38.5 percent increase?

Dr. Rorer. No.

Senator SHELBY. So it was basically political expedience?

Dr. Rorgr. Of course not.

Senator SurLRY. Sure, it was.

Thank you, Mr. Chairman.

The CuAirMAN. Senator Heinz?

Senator HEINz. Mr. Chairman, we talked about how $1.50 of the
$6.90 increase is due to trust fund depletion and $2.40 of it is due to
grojection error. That's $3.90 of the $6.90, a majority. I did call that

ad management in my opening statement. I fail to see how it’s
good management. I'd like now to focus on the remaining portion
of the equation, namely, the $3.00 in increases that are due to phy-
sician utilization and added hospital outpatient costs.

I understand, Doctor Roper, that of that $3.00, roughly $1.95 is
due to increases in physician costs, and about $0.60 of that is due to
increases in hospital outpatient services. Is that correct?

Dr. Roper. That’s right. Yes, sir.

S?enator Domenict. Would you state that one again, please, Sena-
tor?

Senator HEinz. Yes. Of the $3.00 in increased costs due to utiliza-
tion, $1.95 is due to physicians’ utilization and $0.60 is due to hospi-
tal outpatient costs; paid by Part B, but paid separate from billings
for doctors’ services.

Now, you have proposed in the short term—and I thank you for
all your kind words about HMO’s and their long-term role in cost
containment—but in the short term you've proposed more price
controls, more intensive claims or utilization review, more bun-
dling of services, moving to a physician DRG, and encouragements
to beneficiaries to use PPQ’s.

Before any of us could really begin to ask any intelligent ques-
tions about these options, we need to analyze what’s going on with
physicians. My first question to you in terms of physician utiliza-
tion is how much is due to what's called “up<oding,” that is to say,
billé,ng for a more expensive diagnosis rather than a less expensive
one’

Dr. Rorer. I don’t have precise figures, Senator.

Senator Heinz. Do you have any sense?
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Dr. Roper. Some of it is.

Senator Heinz. Is there a substantial amount of it, or a minimal
amount of it?

Dr. Rorer. I would say “some” to “just a little.” Aside from up-
coding, the more important contributor is what we call “un-bun-
dling”——

Senator HEiNz. I'm getting to that.

Dr. Roper. All right.

Senator HeiNz. The second question is, how much of it is due to
un-bundling?

Dr. Rorer. I think a fairly substantial part of it. For your col-
leagues who may not understand what un-bundling is, it occurs
where we formerly paid for a collection of services with one pay-
ment, and people now choose to bill separately for the various
things that go together to make up that service. The sum of the
parts is always more than the original bill was.

Senator HeiNz. And how much of this is due to beneficiaries just
going to the doctor more? )

Dr. Roper. It represents some of it, but there is still a per-benefi-
ciary increase that is very substantial. '

Senator HEINz. Is it relatively minor compared to un-bundling?

Dr. Roper. I'd just have to look at the figures carefully, but it
has contributed some.

Senator Heinz. My information is that it’s very small; not only
smaller than un-bundling, but smaller than up-<coding. Please
check that out.

Dr. Rorgr. Okay. :

Senator HEinz. As to hospital outpatient, we have seen increases
because people who previously had procedures done in the hospital
are having them done on an outpatient basis as I did on Friday. 1
had a knee procedure performed where I was in and out in one
day; never spent the night in the hospital. As a result of this trend,
services that would normally be provided by the hospital are pro-
vided in the doctor’s office and they are billed for separately. Is
that right?

Dr. Roper. That's right.

Senator HeiNz. So that’s how it comes about. And, it’s due in
part to DRG’s, isn’t it? As we squeeze down on hospital payments it
becomes less profitable for hospitals to do procedures on an inpa-
tient basis so more are done on an outpatient basis if they can ge

Dr. Rorer. And I would just add the point to be clear, many of
the things that are happening are good for patients and are to be
applauded.

nator HEINz. Senator Melcher made an interesting observation
to you about how if we freeze physician payments, physicians will
look for other ways to get the same amount of revenue. There are a
lot of reasons that could happen. One would be that they’ve got
heavy cost structures they must maintain. Another is that they
have got Ferraris that they want to continue to run. A third is that
there may be other factors; one that's been mentioned is malprac-
tice. To what extent is fear of malpractice and therefore the imper-
g{we?of providing a minimum set of services a factor in un-bun-

ing?
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Dr. Roper. I'm not sure it’s a factor in un-bundling. It is surely a
factor in the amount of services——

Senator Heinz. What I mean is, the maintenance of a certain
amount of effort.

Dr. Rorer. Certainly. It's a real factor. Secretary Bowen issued a
report in August discussing in great detail the problem of malprac-
tice and its cost. It's a mazjor problem. Doctors across America are
practicing what they call “defensive medicine” because of the fear
of malpractice.

Senator HEiNz. If that’s true, how will either your approach to
bundling under a DRG system or, for that matter, more intensive
utilization review help? If doctors are practicing medicine because
they are afraid of being put out of business by a suit, how could
either of those options have a meaningful effect?

Dr. Roper. Well, if you assumed that all of the increase was due
to a fear of malpractice, it would have no effect. I don’t assume
that. I assume that malpractice is a contributor and we’ll have to
have other solutions to that problem. Secretary Bowen recommend-
ed that States reform their tort laws, as did Indiana when he was
Governor. My home State of Alabama recently did that, and I'm.
hopeful other States will also do that.

nator Hemnz. Mr. Chairman, I think I've probably taken
enough time. I have some other questions I may submit for the
record.?

The CHAIRMAN. Senator Domenici.

Senator Domenici. I would yield to .Senator Chiles at the
moment. .

The CHAIRMAN. Senator Chiles.

STATEMENT BY SENATOR LAWTON CHILES

Senator CHiLEs. Doctor Roper, we were just talking about this
bundling. My understanding is—and I've heard this from some of
our carriers down there—where doctors before, if they were going
to have to bill you for an office visit, for that office visit they did
some work on you. They did a workup or they examined you or
they did random tests or something. And now, they're seeing a lot
of bills come in where there’s “office visit” but then there’s each
one of the procedures. Is that what you’re talking about?

Dr. RorEr. That’s un-bundling, yes, sir.

Senator CHiLes. And you refer to that as un-bundling?

Dr. Rorer. Right. The term arises because there used to be a bill
for a “bundle” of services. And when you take apart that bundle,
you bill separately for each of the items.

Senator CHiLES. Well, when I look and see that about 60 percent
of the premium increase is due to growth in physicians’ expendi-
tures, can you tell how much of that is for un-bundling and how
much of that is malpractice premiums?

Dr. Roper. Just a guesstimate. I'd say some is due to each of
those. But we don’t have precise figures as to the contributor——

Senator CHiLes. Can I just ask you what might be a very obvious
question? What are you doing about it?

*See appendix, p. 142
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Dr. Roper. What we’re doing about the issue of un-bundling is
urging our carriers to aggregate services together and pay for the
aggregate; to “re-bundle” and pay on that basis. That’s time-con-
suming and labor-intensive but it can be done. It requires the use
of computers and codes.

As far as the issue of malpractice in solving that problem, as I
said, the Secretary has called on the States. Your State of Florida
has struggled with this issue for several years running and I think
is still struggling with it, frankly.

Senator CHiLEs. Well, it seems like to me, Doctor, before we can
really try to do something ahout it, one, we've got to know how
much of this 60 percent increase is coming from where, or where is
it coming from? If it's un-bundling and if it's malpractice, what is
the percentage that comes from that? ' :

Dr. Roper. Well, a large chunk of our research budget—our
modest research budget, I might add, Senator—is devoted towards
answering those kinds of questions. But my urging to you and your
colleagues is that while we're getting those answers, we've got a
major problem of 20 percent per year growth in Part B expendi-
tures. There are some things we know we can do in the meanwhile,
and we urge you to help us do them. o

Senator CHiLes. Well, when you are urging the carriers to un-
bundle or re-bundle, are you urging them to make sure that these
additional charges are not passed on to beneficiaries? :

Dr. RopPer. Yes. There is a limit now placed by the Congress in
last year’s reconciliation bill on how much doctors can bill addi-
tionally to beneficiaries. It’s well-intentioned, but let me just com-
ment for a moment, on the so-called “maximum allowable actual
charge.” It has been an administrative nightmare but it seeks to do
what you are asking for in your question.

Senator CuiLes. How long has the un-bundling been going on?

Dr. Roper. Oh, I think for a number of years, maybe the last
decade, but it’s grown more intense in the last two or three years.

Senator CuiLes. In the last 2 or 3 years?

Dr. Roper. Yes, sir.

Senator CHILES. But in spite of that we still don’t have an answer
as to what the extent of it is?

Dr. Roper. No. I’'m sure we have a more precise answer than I've
given you this morning, and I'd be glad to supply it for the record
based on our research. I just don’t have it on the tip of my tongue.

Senator CuiLes. Well, I would like to see that because it seems
like we've got to find out.

Dr. Roper. We'll be glad to supply that for the record.

[Subsequent to the hearing, the following information was re-
ceived for the record:]

Part of the increase in physician expenditures is due to increases in the volume
and intensity of services, of which unbundling of services is one component. Howev-
er, at this point in time, we do not know how much of the increase is due to unbun-
dling and how much is due to other factors, such as new technology.

To better understand how unbundling of services has contributed to increased
physician expenditures, we have funded a research study with Dr. Janet Mitchell of
the Center for Health Economic Research. Her analysis will look at specific compo-

nents of increased physicians services in 4 States between 1983 and 1986. We hope
to have findings from this study available later this year.
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Senator CHILES. Are there other items that make up this 60 per-
cent increase in physicians’ premiums?

Dr. Roper. There are a variety of explanations, as I said in my
testimony, including increased utilization of services in general;
that is, doing more for each beneficiary, some of which is worth-
while; changes in technology; new services that formerly were not
available; those kinds of things that go together to make up this 20
percent growth in program expenditures over the last 12 months.

Senator CHivgs. I thank you, Mr. Chairman.

The CuHammMaN. Thank you, Senator Chiles.

Senator Domenici.

STATEMENT BY SENATOR PETE DOMENICI

Senator DomEenici. Thank you very much, Mr. Chairman.

If my numbers are right, the program costs in Part B have gone
from 1980 costs of $11 billion to 1988, where we expect it to cost
$35 billion. From 1980 to 1988, if I've done my arithmetic right,
that is a 225 percent program increase.

Now, could I ask first, everyone expects a program with changing
demographics—because the caseload changes—to go up. Could you
tell us first how much of that increase is attributable to added
caseload?

Dr. Roprer. The growth in the elderly population we serve is
about 2 percent per year. So over the period of eight years com-
pounded, that would probably be an increase of 16 to 20 percent,
something like that.

Senator DoMenici. All right. So of the 225 percent program in-
crease, for purposes of starting here, we might take the 25 percent
and say that’s attributable to increased numbers of people——

Dr. Roper. Population served.

Senator DoMeNICL Population served?

Dr. Roper. Yes, sir.

Senator DomMEeNIci. And that leaves 200 percent increase from
1980 to 1988—1981 to 1988.

Do you know—I don’t have it; if I did, I wouldn’t be askxng, 1
would state it—do you know how that has—if you had a graph for
us on the 200 percent increase, what would it look like? In 1981,
19%2, 1983, would it be a shallow graph up and then go spurting
up?

Dr. Roper. I don’t have exactly the graph you're asking for but I
think this one is instructive.

What this shows, Senator, is the percent change in Part B bene-
fits per enrollee. That’s what this red line is, percent increase per
year. And the green line is the medical component of the consumer
price index, so it’s a rather generous estimation of inflation in each
of those years. Remember that this is a “per enrollee” figure so the
population we were talking about a minute ago is adjusted for.

So the amount of the red line above the green line in each of
those years is the amount of increased services over and above an
adjustment for inflation. This represents the point I was making
earlier, that we as a medical community are doing more per benefi-

ciary.
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Senator DoMEeNicl. It looks like at the end of that graph—I can’t
read ghe years—that it spikes up and begins down. What does that
mean?

Dr. Rorer. Well, that’s 1988, the downward spike. And that’s our
hope, t}xat it comes down because of the series of things that we are
proposing.

Senator DomEenici. But if that doesn’t happen, then obviously
that trend line doesn’t come down that much. It stays on that.

How much in excess of the market basket inflation, on average,
is that going up there in that last two years before it comes down?

Dr. Rorer. The top of my graph is 20 percent, so the’spike is
about 19 percent. And in that same year, 1987, the medical care
component of the CPI was about 7 percent.

Senator DoMmEeNICI. So it's roughly 13 percent higher than an
automatic increase—it’s higher than inflation because it has its
special index?

Dr. Rorer. Yes, sir.

Senator Domenici. Now, let me ask you, while we don’t have
vast numbers of Americans, comparatively s ing, covered by
private carriers, we do have two systems out there that are prett,
broad: private carriers, and we have the Federal Employees Healt
Benefit plan. Might 1 ask you—and if you answered this, I apolo-
gize—is the private system suffering this same problem?

Dr. RoPer. Yes, sir. They are. Employers, unions and others that
fund insurance programs are facing dramatic increases in their
premiums this year, and the Federal Employees Health Benefit
plan is as well for all their plans except for those generally that
are HMQ's or other managed care plans.

Senator Domenict. Do you know what the private sector is at-
tempting to do in an effort to lower that dramatic increase that
has occurred for all the reasons the Senators have indicated here,
and perhaps some others? What are they doing?

Dr. Roper. Well, they are doing the same things we're trying to
do; or more precisely, we are trying to do the same things they are
trying to do—that is, fully utilize managed care plans like HMOQ’s
and competitive medical plans; establishing preferred provider ar-
rangements that you steer patients toward; more intensive utiliza-
tion review, whicK is on a claim-by-claim basis, evaluating the ap-
propriateness of those kinds of clairas.

If I could just make a point for a minute, Senator, that I hope I
can leave with you all. Those things that I just ticked off, and espe-
cially the third one, the utilization review on a claim-by<claim
basis, are the sorts of things that we very much feel need to be
done. But let me make sure you are understanding that this will
lead to our denying payment for claims that the doctor or other
provider thinks are necessary services, and that will lead to their
raising their complaints to you and your writing letters to me. And
so on the one hand, the thing that you might ask of us—and I hope
that you give us the money to do it—will on the other hand gener-
ate yet another hearing where I'm up here talking about all of the
constituent mail that you're receiving. This is a problem that we're
going to have to solve together.

Senator DoMEeNIct. Well, I tend to agree that to the extent that
you can, for purposes of us understanding what you can do admin-
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istratively and what we ought to do by way of law changes—it
seems to me that to the best of your ability, and I understand it's
difficult, you ought to try to break down these increases into the
categories that have been discussed here. To some extent we know
most of them, between malpractice, un-bundling, movement away
from hospitals to outpatient treatment, which is becoming a na-
tional policy. It puts more of a burden on this. We aren’t seeing the
hospital costs go down very much, but that ought to show up some
time or another, I guess.

Dr. RopEr. Surely, I'll supply those for the record, sir.?

The movement out of hospitals is one explanation for this phe-
nomenon of increased Part B growth, but it by no means is the full
explanation. I think what we are seeing is a more than decade-long
phenomenon that is growing more rapidly; that is, doctors are
doing more for patients. And in my view the only way to get a
handle on that is to start questioning those decisions. As a physi-
cian, I would rather not do that. I'd rather delegate that to private
plans than have the Government do it directly.

Senator DoMmeNIci. Well, let me just ask two last questions.

Could you give the committee—perhaps the Secretary has al-
ready done it—a summary of the malpractice, so-called “malprac-
tice reform status” in the United States and how effective it has
been? I understand in some States the legislatures have tried it,
and even there have been challenged judicially. Could we have a
summary of where that stands?

Dr. RorEer. I'd be glad to do that. His report of August is primari-
ly current, but we’'ll update that where needed.

[Subsequent to the hearing, the following information was re-
ceived for the record:]

“MavrPrACTICE REFORM STATUS”

In response to problems of malpractice insurance availability and affordability of
the 1970’s, virtually every State enacted some modification of its tort system. An-
other round of tort reform began in the 1980’s. Description of popular tort reform
provisions are contained in the Report of the Task Force on Medical Liability and
Malpractice issued last August, a copy of which is attached. The report also de-
scril in general terms the degree to which States have adopted individual re-
forms, some of the judicial challenges they have faced, and the results of research
on their efficacy.

As part of our implementation of the report’s recommendation, the Department,
in conjunction with the Department of Justice, drafted model State tort reform leg-
islation. Principal components of our model include:

Limits on noneconomic damage awards: The model law would cap noneconom-
ic damage awards at $200,000, the level advocated by the Department of Justice.

Joint and several liability: The model legislation would eliminate the doctrine
of joint and several liability except where it can be proven that the defendants
actually acted in concert to cause the same injury.

Sliding scale for attorney fees: The legislation sets out a sliding scale limiting
the percentage of award which can be used for attorneys’ fees: 25 percent of the
first $100,000, plus 20 percent of the next $100,000, plus 15 percent of the next
$100,000, plus 10 percent of any amount in excess of $300,000.

Periodic payments: Damages for future economic loss which exceed $100,000
would be paid in periodic installments instead of a lump sum under the maodel
law.

Statute of limitations: The model legislation proposes a statute of limitation
requiring that legal action begin within two years after a relationship between

3 See information provided on page 30.
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a medical event and an injury was discovered or reasonably should have been
discovered.

Required arbitration: The legislation authorizes the use of mandatory non-
binding arbitration. Liligants would be required to arbitrate a dizpute before a
single arbitrator. Traditional tort remedies could be pursued if either or both
parties were not satisfied with the arbitrator’s decision.

We have distributed the model to the Governors and legislative leaders of the
States for their consideration during 1988 legislative sessions. Many States are con-
sidering tort reform this year and we have taken an active role in assisting several
States 1n their deliberations.

Tort reform, however, is just one component of a balanced program addressing
medical liability. The Department’s August report also contained recommendations
addressing health care, alternatives to litigation and insurance. Through a range of
Departmental activities we hope, among other things, to encourage public and pro-
fessional education, quality assurance and risk management activities, and better
monitoring of Federally employed phyzicians. We also hope to encourage the
strengthening of State licensing and better communication between the
bo and Peer Review anizations. :

The National Center for Health Services Research and the Assistant Secretary for
Planning and Evaluation are both sponsoring research on the effectiveness of vari-
ous malpractice reforms. The Department is also sponsoring a research conference
on medical liability and related health care quality issues in April.

Senator DoMEeNICI. My last question is, Congress and the Admin-
istration have tried to help solve this problem. Principally we've
done that by holding down annual price increases on physicians to
less than inflation. That’'s been our principal tocl around here,
either in one, two or three reconciliation bills—I can’t remember,
but that’s what we’ve done. We've said, “We're holding down the
increase in physicians’ automatic increases,” and we have touted
that as having no impact on the beneficiary because it was all
going to be against the provider. '

If I read you right, that has not quite worked. Is that right?

Dr. Rorer. Well, price controls have an effect in the short term.
But as price controls do in any other part of the economy, they
begin to unravel as people under those controls change their be-
havior. So I don’t hold out price controls as a long-term solution.

Senator DoMEeNIct. I thank you.

Thank you very much, Mr. Chairman.

The CraiRMAN. Thank you, Senator Domenici.

Doctor Roper, we've gotten into quite a discussion here about
malg:actice. Have you got some indication that malpractice suits
are high among older Americans that are on Medicare?

Dr. Rorer. From the evidence I've seen, they are not higher than
the general population.

The CHAIRMAN. Are they the same, or lower?

Dr. Roper. The last study I saw, they were somewhat lower than
the general population.

The CuairMaN. They were somewhat lower among older Ameri-
cans, and therefore lower among Medicare recipients?

Dr. RopEr. Yes, sir.

The CuairMAN. Well, would there be any difference between
Medicare patients who are on Part A and in a hospital, and Medi-
care patients who are on Part B and going to the doctor’s office for
their examinations?

Dr. RoreEr. You mean the likelihood of a lawsuit arising under
Part A or Part B?

The CHAIRMAN. Yes, any evidence that malpractice suits are
greater among Part B.
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Dr. Rorer. I've never seen that studied, sir.

The CHAIRMAN. Why are we talking so much then about mal-
practice being a part of the cost of this? I understand physicians
when they tell me that their malpractice insurance fees are ex-
tremely high, and that they'd like to see something done about it
so that it doesn’t have to add to their overhead. But we're talking
about older Americans here under Part B of Medicare. I'm wonder-
ing whether it’s even very relevant to indicate that malpractice in-
surance cost increases are part of the reasons that this Part B fee
is going up for Medicare recipients. I just wonder if we aren’t sort
of chasing after a rabbit that we’re not going to catch.

Dr. Rorer. I think it would explain some of the increase but I
wouldn’t say it’s a major contributor.

The CHaIRMAN. I have grave concerns about what’s happening in
malpractice fee charges for physicians because I think it sometimes
almost forces some physicians out of practice, particularly in ob-
stetrics, surgery, a number of different specialties. But I don't
really believe that’s going to explain very much of why this cost is
going up. I know that physicians can’t break down their charges
and say, well, since it doesn’t cost sc much malpractice, on my fees
for older Americans I'll charge them less. They generally don’t do
that. But nevertheless, I think if we continually talk about how
malpractice contributes to this cost we may be getting ourselves
just mixed up in a lot of gobbledegook and not get to the real root
of why these fees are going up for Part B.

You earlier stated that competition is lacking. Could you expand
on that?

Dr. Rorer. I think there are a variety of ways of making that
point. Generally put, health care has not had the sort of competi-
tion that is in place in other parts of our economy. Evidence of that
is that we have an increasing population of medical practitioners
and a large volume of unused hospital beds, but we are only begin-
ning to see falling prices as a result. So the laws of supply and
demand haven’t worked to the same extent in the health care com-
munity as they have elsewhere in our economy.

The CHAIRMAN. In other words, there are more physicians out
there practicing but you don’t believe there has been enough time
to where that brings down the situation, the competition? Is that
what you're telling me?

Dr. Roper. We're just beginning to see real incomes falling
among physicians despite the fact that the number of physicians
has grown dramatically in the last couple of decades.

The Cuairman. Well, Doctor Roper, you've been very forthright
in your testimony and in your response to questions today and I
very much thank you for that. But I'll end where I started, I think
we have a joint responsibility, and maybe the major responsibility
is in Congress itself, to do something to hold down the rapid in-
crease in Part B costs for Medicare beneficiaries. So I think you
ought to select one or two of those options that are available and
start making some solid recommendations.

Dr. Roper. We have done that, sir.

The CuairRmMAN. You recommend capitation. And while I can’t
disagree with you—capitation is fine—we know that it’s going to
restrict itself, probably, to urban areas and probably won't reach
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out into the larger part of America. And when I say “urban,” I
mean real urban. I don't even think we're talking about suburbia
in lots of cases with capitation.

But at any rate, that's only a partial solution. I think that group-
ing these fees for services under one—what you call “bundling”—I
think that must have some real merit, too.

Dr. Roper. Surely.

The CHAIRMAN. And if you can be more specific on how we would
utilize those, I know I would welcome—I think the whole commit-
tee and the whole Congress would—

Dr. Rorer. I'd be glad to submit that for the record.®

The point I was going to make, Mr. Chairman, is the range of
things that we have recommended for this year’s legislative pack-
age. For example, we've proposed a further cut in the amount we
pay per cataract surgery for the Medicare population. We proposed
a reduction last year, and the Congress chose to go along with a
lesser reduction. This year we are proposing a further reduction.

The CaairMAN. For cataracts?

Dr. RoeEr. Yes, sir.,

We seek to reduce payments for other overpriced procedures, and
I believe that the Ways and Means Committee in the House and
the Finance Committee in the Senate will give us that authority.

And finally, we have proposed limiting the amount of increase
on a per-fee basis for all except primary care services, and I believe
the relevant committees will go along with that, as well.

The CuairMAN. Well, I'm under the impression that we adopted
your recommendations on cataract surgery. Is that correct?

Dr. Roper. Yes, sir.

The CHAIRMAN. But you have other recommendations that you
don’t think we properly responded to?

Dr. Rorer. Thus far in the reconciliation l;;rocess I'm pleased
with the action that the House and the Senate have taken.

The CuAIRMAN. So you think there’s some progress——

Dr. Rorer. Yes, sir.

The CHAIRMAN [continuing]. In following up on your recommen-
dations. But isn’t bundling a much bigger problem than just a few
procedures?

Dr. Roper. Surely. It's a widespread problem.

The CHAIRMAN. All right. Then we would like to have more rec-
ommendations.

Dr. Roper. Okay.

The CuairMAN. Thank you.

Senator Heinz. Mr. Chairman, | have——

The CHAIRMAN. Yes, Senator Heinz.

Senator Heinz. Mr. Chairman, following up from where Senator
Domenici left off, you indicated in the chart that per-beneficiary
costs are increasing at a much faster rate, maybe two or three
times that of the medical CPI—

Dr. Roper. Yes.

Senator Heinz [continuing]. I would assume that you have done
a variety of analyses to find out what the correlants of that in-

4 See information provided on page 36.



43

crease are, whether they correlate to the age of the patient, to the

introduction of new procedures, or to types of illnesses. I don’t

want you to give all of that now, but I would appreciate—and

maybe other members of the committee would appreciate—your

sharing with the committee your analysis of why the per-benefici- -
ary or per-enrollee cost has been going up, or at least those things

that it correlates to——

Dr. Roper. Surely.

Senator HEINZ [continuing]. Which are not the same -as causes;
they are simply correlants.

My next question to you is this. Earlier you proposed a number
of ways to imit what you might call “inappropriate” or “unneces-
sary’ physician services. How will we track and ensure-that pa-
tients, within our definition of what is appropriate,.won’t be out of .
the test or the visit or the time with their doctor that they need? .
More specifically, what role will either PRO’s or beneficiaries have -
in giving us feedback -on either of your principal approaches-to con-
trolling costs by either evaluating or ensuring the quality of care
as we cut back on costs of care.

Dr. Roper. You have asked a very important question. It is-Oncer - -

we have done all these things, how can we make sure that we've
improved the quality of care in the program and not let it slide?

What I would say in response is that we need to press ahead
quickly, as we are now, with the help of researchers and the pro-
vider community and come up with better measures of quality in
the system. We've got some crude measures-based largely on mor-
tality rates, but I'm hopeful that within a year or two we’ll have~
much better measures of quality. It will be important-that.we mon- . -
itor individual doctors and individual hospitals to see what the:
impact of their care is, to make sure what they do:really has a.:
good outcome for the person treated.

To answer your specific questions, the role for PRO's is expand-:
ing under the new authorities that you gave us last year-in recon-
ciliation. More and more we are reviewing outpatient care under
the PRO program, and I think that's important.

The role for beneficiaries in general is one of raising concerns.
and having us continue to be vigilant in overseeing the program, -
and I welcome those kinds of messages from AARP and others.

Senator Heinz. Mr. Chairman, thank you.

The CHAIRMAN. Thank you very much, Doctor Roper.

Our next witness will be Robert Maxwell, Vice President, Ameri-
can Association of Retired Persons.

Mr. Maxwell, we are glad to have you here today and we are in-
terested in what AARP has to say on this problem of the gigantic
increase in Part B Medicare costs.

STATEMENT OF ROBERT MAXWELL, VICE PRESIDENT, AMERI-
CAN ASSOCIATION OF RETIRED PERSONS, ACCOMPANIED BY
STEPHANIE KENNAN, LEGISLATIVE REPRESENTATIVE, AARP

Mr. MaxweLL. Thank you, Mr. Chairman. I am Vice President of
AARP and as of about a month ago, I feel that I am here repre-
senting about 27 million members, many of whom are under Medi-
care.
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I brought Stephanie Kennan with me, who is on our national
staff and who works on Federal affairs, a portion of our work.

Frankly, we think that the 38.5 percent increase in Part B is
both frustrating and alarming to our beneficiaries because it is a
sign that the health care system is simply out of control.

I am submitting for the record.a fact sheet showing the benefici-
ary liability for physician services as part of my writlen testimony.
Nearly all of the beneficiaries of Medicare paid the Part B premi-
um. Syince 1977, the premium has increased almost 150 percent.
Not only are Medicare premiums increasing but premiums for
other health care insurances are also increasing at a rapid rate.
For example, Federal employees’ health plans will be increasing
approximately 30 percent; the HMO’s, however, are increasing
much more slowly. ,

We think that the cause of the latest crisis cannot be blamed on
beneficiary behavior. Statistics show that over the past decade the
number of physician office visits per enrollee have remained rela-
tively stable. What has changed is the number and the price of
services that are being billed per visit. These are two factors over
which the beneficiary has no control; the doctor sets them.

What I want to stress on behalf of our membership is that bene-
ficiaries are willing to pay their fair share of the costs of Medicare,
but we simply can’t accept an open-ended liability. If the projected
increase does occur, the number of beneficiaries who will in effect
see no cost of living adjustment will go from 600,000 this year to
742,000 next year. These beneficiaries’ Social Security checks will
not decrease because the current law holds them harmless, but the
growing number of beneficiaries in this category could jump dra-
matically if the same conditions exist for 1988 and again in 1989.

In addition, approximately 750,000 beneficiaries will have their
COLAs reduced to $1 or less because of this large premium in-
crease.

Now, what can be done to protect both beneficiaries and the
Treasury from runaway costs and steep increases in Part B premi-
ums? Hopefully, in the long run we'll be able to bring increases in
Part B in line with the increases in general inflation.

This current controversy makes physician payment reform even
more urgent. Payment reform must create fair and objective pay-
ments, but should also protect beneficiaries from large, unpredict-
able out-of-pocket costs without creating barriers to care.

We continue to support a resource-based relative value scale to
achieve this goal. I would also like to add that AARP supports the
inclusion of mandatory assignment when and if fair payments are
created. But this alone will not address the issue of intensity of
services. Utilization controls based on patient outcomes must be de-
veloped and implemented. We have no scientific data that shows
that an increase in intensity of services has resulted in appreciably
greater health status of beneficiaries.

Congress and beneficiaries must question what value we are re-
ceiving for our money.

While considering payment reform, we urge Congress to keep in
mind the size of the cost of living adjustment beneficiaries receive
and devise, perhaps, a rule of thumb by which the premium will be
permitted to rise. While the premium should not necessarily be
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pegged to the cost of living adjustment, the premium increase
should not be far in excess of this amount, as we have in the cur-
rent situation.

In the interim, we urge Congress to take the following steps.

First, determine what the appropriate level of the reserve should
be, and then determine the rate at which the reserve should be
built. Program managers have a responsibility to determine this
accurately. When decisions are made causing the reserve level to
drop dangerously low, the reserve should be replaced, but not so
quickly as to impose a hardship on beneficiaries. Beneficiaries are
appreciative that there was no premium increase in 1986, but now
we're paying catch-up for that decision made two years ago. We're
trying to catch up in one huge leap.

Second, we urge Congress to pass pending budget reconciliation
legislation that achieves short-term savings in Medicare while pro-
tecting beneficiaries from further cost shifting.

Third, we encourage Congress to strengthen those ways in which
beneficiaries can limit their liability for physician services until
these reforms can be achieved. The participating physician pro-
gram is one way in which beneficiaries can limit their out-of-pocket
costs, but there is still great variation among specialty and geo-
graphic locations.

AARP continues to support giving participating physicians a
larger update next year.

Last, we urge this Congress to focus on physician payment
reform as soon as possible, and we look forward to working with
you on this challenging issue. We thank you, Mr. Chairman, for al-
lowing us to make our points today.

[The prepared statement of Mr. Maxwell follows:]
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Mr. Chairman, my name is Bob Maxwell. I am Vice President
of the American Retired Persons {AARP} whlch represents over 27
million members. I am pleased to testify before you on
the impact on beneficlaries of thc Medicare Part B premium

increase.

The projected 38.5 § increase in the Part B premium is
alarming and frustrating to beneficiarics because it is a sympton
of an out of control health care delivary system. I would like
to submit for the record a fact sheet on "Medicare Beneficlary
Liability for Physician Services" prepared by AARP's Public
Policy Institute which demonstrates the affect of ocur current

paymont policies on beneficlaries.

Beneficiary Liability for Part B

Nearly all beneficiaries pay the Part B premium which has
been rising steadily. The 1987 annual premium was an increase of
154 over 1986. Part B outlays jumped 20% in the past year. If

the projected 38.5 premium Increase does occur then the
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cumulative increases in the premjum will equal 150% since 1577,
In contrast next year's Soclal Security cost-of-living-adjustment
{COLA} will be only 4.2%.

In addition to the premjum, beneficiaries have other
liabilities under to Part B. The Part B deductible of $75°

actually represents about $100 {n cut-of-pocket costs because
only Medicare's allowed charges count toward the deductible and

the average reducticn on Part B claims is about 26.5 parcent.
Beneficiary liability for the 20% Part B co-insurance more than
doubled between 1980 and 1984 and rose from 20% of overall
liability to 32% between 1975 and 1985. Despite increased
acceptance of assignment, charges associated with non-assigned
claims totaled $2.6 billion in 1985 - an increase of 100% since
1980. In additicn there is enormous varlation in assignment rates
by state and pi'sysician speclality - factors over which patients

have no control.

Health Cara Costs

Skyrocketing costs afflict all aspects of fee-for service
medicine. Unprecedented increases in program costs are not
limited to Medicare; fedsral employees' health insurance premiums
are also qoan up about 30%. EMO's with medicare risk contracts
whose increases are based on feo-for-service costs in their,
specific areas are receiving an average increase in payment of
13.5%, In contrast, HMO premiums not based on the fee-for-service

sector are expected to rise much more slowly next yaar.

The cause of this latest c¢risis in Medicare cannot be
attributed to beneficiary behavicr. Government statistics show
that the average annual numbar of physician office visits per
enrollee has been virtually the same for the past decade. This
figure is approximately 5 office visits per enrollee. What has
changed is the price and intensity of services provided during
these visits. These two factors - the intansity and price of
services - jointly account for most of the historic increases in
Part B outlays. Benaficlaries do not control either of these

factors.

Let me stress that beneficlaries are willing to pay their
fair share of the cost of Medicare, but cannot accept an open-

ended liability over which they have nc coptrel.
]
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If the projected increase of over 38% in the premium occurs,
approximately 742,000 beneficlaries recelving Social Securiey
checks will £all under the current "hold harmless” provislen.
This provision prevents the Social Security check from dropping
in instances where the cost-of-living adjustment is less than the
premium increase. These beneficiaries, in effect will not see a
COLA. In 1986 approximately 60C,00C beneficiaries were held
harmiess. If the Part B premium were to rise the same amount
again in 1989, and benaficlaries received the same 4.2% COLA, the
number of beneficlaries held harmless would be over 3

million.{see chares 1 & 2).%

In 1588 an additional 750,000 benaficiaries will have cheir
COLAs reduced to $1 or less {n effect because the pramium

increase will take the majority of their CCLA.

Program Management

Run away costs and cost-shifting are signs of a poorly
managed program. An issue which must be addressed is the role of
the SMI rescrve and the way in which the reserve interacts with
the calculation of the Part B premium. In 138§ there was no
increase in the premium and now we are told that part of the
projected increase for 1988 is partially due to a miscalculation

and the need to rebulld the reserves.

Medicare's program managers have a responsibility o
detarmine the proper level of the reserve fund tc cover expected
expenses. The amount of reserves has fluctuated historically.
While management has an cbligaticn to restore the reserve to an
acceptable level, this should be done gradually sc & hardship is
not imposed on beneficiariea. For example, the 1883 Social
Security Amendments permitted the OASDI trust fund reserve to be
built up at a gradual rate. This approach should be adopted in
order to build the reserve without burdening beneficlarles for

management mistakas.

Iz additicn, cur current health care system falls to control
utilization effectively. Physicians in the fee-for-gservice

sector have a blank check. Tha physician determines the clinical

1 some, of these small check beneficiaries may be Medicaid
dual-eligibles, for whom the premium is pald, though the precise
number is 13 not apparsnt to us.
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management of the patient's casa - what tests and procedures are
to be done. We need to determine how much the unbupdling of
serviceg - charging €for each step in a service rathar than the
whole package has also contributed to the increase in volume and
therefore program costs. In neither instance does the benaficiary
have control over those decisions. Beneficlarias and Congress

nced to ask what value we are receiving for our money.

<. o= ne form

Congress identified tha need for physiclan payment reform
under Medicare when it created the Physician Payment Review
Commission to create a blueprint for reform. Thisz current crisis

makes that reform all tha more necessary and urgent,

The Association firmly belisves that Part B of Madicare must
be reformed as quickly as possible to achlieve the following long-
tarz goals: -

1. Protect beneficiaries from largs and unpredictable out-

of pockat costs;

2. Control program cutlays so incrsases ars mora in line

with gsnaral inflation;

3. Reform physician payment sc that fees are basad on a
Tessurce based relative value scale with increased
payments for undervalusd services such as nursing home
vigits and primary cars of thnn vith aultiple chronic -

conditions;

4. Deliver medically necessary and appropriate care by
developing utilization controls based on quality of

patisnt sutcomes.

Cur recommerndations for payment reform are based on several
important principles. Pirst, reduced Madicare paymants for
physician services, such as those adopted under the rubric of
"inherent reascnableness®, should not result in cost-shifting to
beneficlaries. Unless thass & ions are ied by
statutory limits on balance billing, this inevitably will occur.
We favor the approach to limics on payments liks those Congress
adcptad for cataract surgery in ths PY 1387 Budgat Baconciliation
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Act. Beneficiaries already directly pay about $3 billion for
physician fees in excess of Medicara's allowed amocunt.
Beneficiary liability will surely skyrocket if Congress and the
shysiclan Payment Review Commission pursue program savings
without including protections from balance billing on unassigned

claims.

Second, ravision of Medicare's physiclan payment system
should not just satisfy physician perceptions of falrness and
rationality. A truly meaningful payment reform must also limit

beneficiary liability to predictable and manageable amcunts. In
our view, there is no reason why physicians ought not to accept

Medicare's allowed fee as payment in full if that amount is based
on a system that ls objactively f£air and reasonable. That is,
mandatory assignment should be a component of 2 reformed Part B

payment mathod.

The Association approaches tha issue of mandatory assignment
absent fee raform with caution because of the risk of crecating
access problems for beneficiaries residing in areas with low

assignment rates and low physiclan/population ratics.

Third, efforts to control Part B expenditures must be
designed to ensure that Medlcare payments ars not set so low that

access to caras is jecpardized.

Pourth, since a large component of increased outlays for
physician services is an increased number and intensity of
services per physician contact, utilization review must accompany
cost control lest physiclans off-set lower fees by higher volume
of sarvicas. Thare is little evidence that increased intensicy of
physician services has appreciably improved the health status of

beneficiaires.

Organized medicine for many years has stated that 1t can
pelice itself. We suggest that beneticiaries, physicians and
Congress cocperats tc address these neads - protection from an
increasing bensficlary liabilicy, faiy feas and reduced program
costs. An individual physician cannot change the net negative
effacts of the current program. organized medicine must pegin to

play a more cooperative role in developing utilization contrels
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for the delivery of services which will increass the quality of

care 33 wsll ag holding the line on program costs.

Inter

Measures

As physiciansg, bensficlarles and Congress begin to address

the issues of physician payment reform, AARP recognizes that

much of what i3 needed toc improve the system cannct be dons

instantly.

Intarim steps are needed.

We encourage Congress tc consider the following:

Determine an adequate and desirable SMI reserve level
and mandate a gradual rate of increase to build the
reserve that would not imposse an undue burden on
benefliclaries.

Passage of pending budget reconcillation legislation to
achieve short-term savings in Part B. This should have
some impact on the premium since it will reduce program

cutlays

Strengthening of the participating physician program.
While this dces not address the increase directly, it
would provide bepeficliaries an opportunity to control
the cut-of-pocket costs they incur for physician
sarvice, Efforts should be targated at States and
specialties with low assigoment rates. We oppose
panalties on beneficiaries for failure to use
participating physiclans. Beneficlaries have no power
over the physician's decision whether or not to
participats and changing physicians solely on the basis
of price could serlously disrupt the continuity of our

care and be a hardship on patients.

finally while the idea of directories of participating

physicians is laudable, they must be monitored for accuracy—

ctherwise theay will be of little uss in sslecting a physician on

the basls of his or her assignment practices. I have found oy

directory to be inaccurate and think my experience may not be

unusual.
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conciusfon

Congress cannot permit Medicare program costs to contlnue
unchecksd. We hope that this latest controversy will force
action on physician paymant reform earlier than otherwise might

bave occured.

As Congress looks at owarall reform of the Part B program, we
believe that you must also take into account how fast premiums
will rise. Congress must weave into its reforms. a rule of thumb
of how much the Part B premium will be permitted to increase even
after reform takes place. In developing this guideline, Congress
should alsc take intc account the amcunt of the cost-cf-living-

adjustment beneficliarles receiva.

Premium incraases should not rily be pegged to the COLA,

but they should not rise at a rate far In axcess of the CCLA as

will be the case this year.

The lssue of volume and the unbundling of sarvicas must become
the top priocrity of Congress in addressing this crisis on a long
"term basis. A rescurce based relative valus scale alone will not

address the volume lssus.

The Associaticn looks forward to working with Congress in
daetermining how to deliver cost-effactive gquality cars to
Hedicare beneficiaries. This challenge will not only affect

current beneficiaries, but many generations to come.
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£OST OF INCREASED MEDICARE PART B PREMIUM, 1988
NUMBER OF BENEFICIARIES NOT RECEIVING COLA

AVERAGE FART B
SMi HONTHLY 4.27% PREMIUM NET TOTAL
ENROLLEES 50C SEC coLa INCREASE CHANGE CosT
2,920 EZ.00 0,28 §&.90 —65.59 $19,301.20
T,800 $i5.00 €. 63 $6.90 -$6.27 $27.826.00
4,30C $2%.00 $1.05 $6.90 -$35.9S $22,152.00
7,500 $33.00 $1.47 $6.90 -$£5.43 $40,725, 00
?,700 $45.90 £1.89 £4.90 -£3.0¢ 49,597
15,200 335,00 $2.7% $6.90 -$4.59 $70,227
15.700 $65.00 $2.73 $6.90 ~$4.17 45,4567,
44,300 $73.00 $3.1S $6.90 -$3.75 $166,1235.0¢
43,900 $86, 50 $£3.61 $6.90 ~$3.29 $144,343,. 20
45,500 $96.00 13.03 £5.9C -$2.87 $171,641.20
o9,40C $106.00 $4.25 $4.90 ~%$2.45 £14S5,311 :
£4,000 $116.00 £4.97 $6.9C ~$2.07 $109,512
83,820 $126.00 $5.29 *6.%0 ~51.61 $137,964. 40
117,200 $136.00 $S.71 26.90 ~-%$1.19 179,233 60
116,400 $146.030 $5.13 $5.90 -$0.77 $89,375.20
114,200 $157.00 $5.39 $6.9C ~-$6.31 $33,587.2¢
282,790 $167.00 $7.01 $6.90 30. 44 F0.00
234,900 $177.00 $7.43 £6.90 $0.382
3&1.200 $187.00C £7.83 $6.920 $0.35
324,000 $197.00 ¥8.27 26.90 $1.37
717,500 $207.02 9. 469 $6.90 $1.79
315,500 $£247.00 .11 $6.90 £2.204
376,800 $227.00 $9.53 t46. 90 $2.63
419,300 $238.00 £10.00 $6.90 $2.10 LA ]
459,700 $248.00 ¥10.42 $6.790 £3.32 B0
PERSOMS W/ NO COLA MONTHLY COST ¢4.9¢ v, I90,5R5. 00

$4.90 PART B 742,700 ANNUAL COST  $6.90 $1&6,741,000.90
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22 ISSUE
ract BRIEF

FACT SHEET
MEDICARE BENEBPICIARY LIABILITY POR PHYSICIAN SERVICES

1. Liabiliey for HMedicare-Covered Physician Servicas

Medicara beneficiary liability for physician servicas
consists of four components: Part B premium payments,
an annual deductible, coinsurance, and charge
reductions on unassigned claims. The raelative
contribution of these four categories to total
beneficiary liability for physician services has
shifcad ovar time. In 1975, premium and deductible
expenditures represented 67% of total beneficiary
liability for physician services. 1By 198S,
coinsurance and charge reductiona, two categoriss of
sxpenditurae which are essentially unpredictable,
played as significant a rols in total physician
service liability as presiums and deductiblas.

BENERCIARY UABATTY FOR MEDICARE-COVERED
PHYSICIAN

SERVICES

1978
Public Policy Instinute » Division of Legislation, R 5 & Public Poli :
American Associstion of Retired Parsons « 1909 K Streer, N.W., Washington, DC 20049 s (202) 8724700

Smeow WCFA
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Beneficiary payments for the four categories of
liabiliey for Medicare-covered physician services
have risen stesadily. The following charts track
increases in liability componsnts sincs 198C.

MEDICARE PART B
DEDUCTIBLE AND COINSURANCE
LIABILITY FOR THE AGED"

=== Decucibia S Coinsurercs 74

¥

24 3 i

BN &

g
E:
3
8

CHARGE REDUCTIONS ON
UNASSIGNED MEDICARE PART B CLAIMS®

TAON FVECIIS IS ST MRS St
Souce ACFA
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MEDICARE PART B
MONTHLY PREMIUM

Souce Traiees SEoan Ao B34

While therse have been significant increases in all
four categories of liability stemming from the usa of
physician services, there has also been considerable
variability in the rate of increase among the four
liability components.

Moreover, increases in Social Sacurity benefits have

been unable to keep pace with increases in
physician-related beneficlary liability.

CHANGE IN SOCIAL
BENEATS AND COMPONENTS OF MEDICARE PART B LABILTY
1980 — 1986

Sasce MCFA: Y000l Serully fumin
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COMPARISON OF CUMULATIVE CHANGE IN SOCIAL SECURITY
mwmwpmum

Sourom MCFA ! Socwy Secursy Bdeen

II.

ITI.

Who is Affacted?

o Part B Premfum:

© Deductibla:

¢ Ceinaurance:

o Charge Reducticns
on Unassigned
Clafms:

97% of elderly Medicare
beneticiaries purchase Hedicare
Part B coverage.

80% of eldsrly Madicara
beneficiaries make paymants
toward the deductible for
physiclan services.

60% of elderly Medicars
benaficiariss use
Medicare-reizbursed servicas,
thereby triggering coinsurance
1iabiiiey.

80% of elderly Medicare
beneficiaries with reizburse=zent
for physician servicas had soze
liability froz unassigned claias
in 1982, up from 70% in 1875.

Thers is considerable digparity
across statss in the percent of
slderly beneficiaries with
unassigned claims, fromz a low of
5i% in Rhode Island to a high of
9%% in Oregon. (HCFA is
currently unable o provide
these figures beyond 1982).

Note: While 808 of elderly Medicara beneficiarias
incur liability from the use of physician
gervices, only about 23% incur liability from
tha use of hospital services.

The impact of Assignaent

o Given the magnitude and unpredictability of
beneficiary liability stemming from unassigned
claims, the physician'a decision to accept or
reject Medicars assignment can be critical to the

patiant.
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o Under Med{cara‘s cparticipating physician®
arrangenent, 28.4%¥ of physicilans treating Medicare
patiants in 1986 agreed to accept assigament .
for ali Medicare claias, a drop of two percentage
points over 1985. There is, morecver, graat
disparity fros state to state in the parcentage'of
participating physicians from a low of 8% {n South i
Dakota to a high of S4% in Alabaza {1986).

A sioilar disparity in participation rates exists
across specialties, with a low of 22% for
anesthesiologists to a high of 46% for

' nephrologists.

C The 1985 assiqnment rate was 68.3%, up drasatically
from the TJ3Q rate of 508. This improvement in
assignoent rates is attributable in large part to
the implementation of the participating physician
program in 1984. Moreover, gains seen {n
assignment rates in 1385 seem to have held {a (3936,
vhen assigned claims made up 68% of the total.

{It should be noted that the curtent assignment
rate for non-participating physicians is about

44%).
Medicare Pare 8 Assignment Rates

Xsar Parcent of Claies
Assigned
1968 $9.0
1870 60.8
1972 54.9
1974 51.9
1976 50.5
1978 30.6
1980 51.5
1682 $3.0
1984 59.0
1985 68.5
i9as €8.0

Source: HCPA

© Still, there remaing significant variability
in aseignment rates across states. In 1986, 92%
ot ZTalme submitted Ia Hassachusetts ware assigned,
while only 3%% were assigned in Scuth Dakota.

Assignzent rates for spocialties vary, as well, but
fICPA has not updated thess since 1982.

o' Most physician charges submitted to Medicare are
reduced prior tc reimbursement. Betwaen 1971 and
1985, the fecent reduction on physician charges
{ncreased from -43 to .23, ¢ beneficlary
bears the full financial burden of such reductiocns
on all unassigned claizs.

© The recent incrsase in unassigned claim liability
during a period characterlz Y high assignoent
Tates suggests poseidle increases in volure, the
use of more expensive physician services, the
influsnce of the two percantage-point decline in
the fhyilcian “participation® "rate, or a
coabination of thess thraee.

IV. The Role of Medigap

C Most Medicare supplemental {Medigap) poliicies
marketed since the snactment of the Baucus
Azondpent in 1980 are tequired to cover Medicara
Part 8 coinsurancs subject to a maximus plan
deductible of 52080 Per year; they aust alao carry a
2axizuz Part B benefit of not less than $5000.
Relatively tew Medigap plans cover even a pertion
of unassigned claim liabilit + and the cost of such
coverage is usually prohtbi:{Ve.
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o About 70% of elderly Medicare beneficiaries
purchase Medigap insurance plans. About 9C% of
these individuals are covered for inpatient
physician care, and about 62% are covered for
chysician cffice visits.

& The cost of Medigap insurance ranges from about
$200 to §1,200 psr year, depending on the hreadth
and depth of coverage.

v. Eldetly Ouyt-of-Pocket Expenditures £0r Physician Services

Flderly out-of-pocket expenditures for physician
gervices {including payments for non-iedicare covered
services) are large and rising. Between 1977 and
1984, such expenditures incraased by 195%.

1977 1384 Percent Increase
cut-ocf-Pogket: $2.2 $6.5 195%
Private Insurancea: $1.2 $3.4 183%

Revised Pabruary, 1987.
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The CrairMaN. Mr. Maxwell, the deductible, this $75, was set
many years ago. What does the American Association of Retired
Persons think about that? Should it be changed or not?

Mr. MaxweLL. I don’t think that we seek a change on that. I
think that this is a substantial contribution to the expense under
Medicare, and a contribution that our folk are willing to make. I
don’t think, though, it should be jumped to 150 percent, which
would be indicated by the 38.5 percent jump that's being proposed
by Medicare.

The CHamrmaN. Well, what do you mean, 150 percent? You're
saying you don’t think it should be jumped to $187.50, if my mathe-
matics is correct. What about $100? I'm not suggesting anything;
I'm just asking. When I say it hasn’t been increased for a long
period of time, I'm reflecting on the fact that most deductibles,
whether it’s health insurance or car insurance, have certainly been
increased over the past few years.

Mr. MAXWELL. Actually, the individual contribution of $75 really
represents, in terms of the additional charges that a physician as-
sesses. over and above what Medicare allows, still actually means
that the deductible is about $100 to $125.

The CuairmaN. I understand exactly what you mean now.

One thing I don't understand, but I want to be sure to, is that
you said “a contribution”—what do you mean, a contribution? You
go to the doctor and pay the first $75 that would be subject to Med-
icire Part B, and you get services rendered for that. Is that
what——

Mr. MaxweLL. Well, if he’s a participating physician you get
services rendered for that less your deductible.

The CHAIRMAN. Less your deductible,

Mr. MaxweLL, But many physicians—I lived in a community in
the hills of Tennessee, a fair-sized county, where only one physi-
cian on the schedule was a participating doctor. As a consequence,
many of our office calls ended up with us paying $10, $15, $20 in
addition——

The Crnairman. In addition to what Medicare covered?

Mr. MaxweLL. Plus the deductible.

The CHAIRMAN. All right.

Now, do you think—Dr. Roper says he’s got great hope in capita-
tion. I don’t quarrel with that but I think it's very slow and I think
it only fits certain areas. I also don’t really think it’s the solution.

Mr. MaxweLL. We don’t look on it as a solution at all.

The CuairMaN. All right. How about this so-called “bundling”?
That is, Medicare says, “Well, here is what you would probably do
on this type of office call, and we're just going to say that we'll pay
you so much for all the tests that you might take for that particu-
lar office call, and we’re going to pay you on that basis. You bill us
and we’ll pay you.” Is that good sense?

Mr. MaxwerL. We think that is workable but the problem is—
let’s talk about the participating physician establishment, a doctor
who is a participating physician. We're not certain that there are
going to be enough participating physicians who will accept this
bundling process, which really is part of the participating physi-
cian plan.

83-915 0 - 88 - 3
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1 think the other thing is thut one of the results of bundling
under a participating physician plan might be a partial solution to
the malpractice question, because if we establish the procedures
that the doctor should do and he does them, then I would think
that a court would hold that he had performed his required respon-
sibilities toward the patient.

Stephanie, did you want to comment?

Ms. KENNAN. Senator, the question of bundling—one of the rea-
sons we're seeing physicians unbundle is because they feel that the
payments are not fair. We would like to look at bundling as a solu-
tion to that, but I think you still need to address the causes of why
they are currently unbundling charges.

In our written statement we have also supported utilization of
volume controls, which Mr. Maxwell was referring to, and we think
that in addition would be something that we could work on togeth-
er.

The CHAIRMAN. All right. I want to thank you both very much
for your testimony. All your prepared testimony will be made part
of the record, by the way, and it's very good. Over the weekend I've
had a chance to read through it and I've been well instructed on
what AARP has been fighting for for a long period of time. I thank
you for that.

Mr. MaxweLL. We appreciate your hearing.

The CHAaIRMAN. Senator Cohen.

Senator CoHEN. Mr. Chairman, thank you very much.

Mr. Maxwell, you indicated in some of your statements that—
you used the phrase, “if the projected increase occurs.” Are you
suggesting that there’s another alternative that should be pursued?

Mr. MaxweLL. Well, I would hope that it isn’t going to end up as
a 38.5 percent increase. Now, is that set in cement right now?

Senator CoHEN. Well, if it goes forward, it is.

Mr. MaxweLL. Well, I hope that we can go forward at a little less
rapid pace.

Senator CoHEN. I also was intrigued with your notion that we
shouldn’t allow increased reimbursements until we see an increase
ix;x hgalth care services. I was wondering, how would you measure
that?

Ms. KenNAN. I think our point there, Senator, is that we are
seemingly paying ad infinitum and we don’t know what the value
of the services is. We need to do more studies on patient outcomes.
Any volume controls or utilization review you would want to put
into place we think needs to be based on this patient outcome, not
just cost. You could conceivably have a doctor who has just drawn
a more complex set of cases and his utilization may be higher be-
cause those cases warrant it. But you need to look at the actual
quality of the outcome of the patients receiving it.

Senator CoHEN. Well, I think it’s a broad statement. In the ab-
stract it’s very desireable but as a practical matter—let’s suppose
you had, as you've indicated, a stable utilization on the part of our
older community, but we're all living longer. We have the same
number of visits but we just live longer. How would you establish
the causal connection, if any, between the type of care you're get-
ting and the fact that you're living 1 or 2 or 3 years longer?
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Ms. KeNNAN. Well, let me give you a little bit of a more solid,
concrete example. Congress recently prohibited the payment of as-
sistant surgeons for cataract surgery, which has been very contro-
versial. There has been no scientific study that showed that pa-
tients with an assistant surgeon in cataract surgery fared better or
not. It was just a difference or variation in practice. In some places
there are more assistant surgeons available to do that kind of work
and in other areas there are more highly trained technologists or
nurses in the operating room who could do that kind of work.

But in addition to outlawing that, Congress also prohibited the
beneficiary from purchasing those services. The reasoning behind
that was that the beneficiaries themselves did not understand or
have the basis of knowledge to know whether they really, genuine-
ly needed an assistant surgeon in that room.

Ideally, we would like to see some studies on that. I realize we're
getting to the point where we're coming down to the wire and we
need to actually make some hard decisions. We would like to see
those decisions, as many as possible, made on the cutcome of what
patients are getting for their money and whether that test is really
necessary or not. In many cases that’s a hard call to make because
practicing medicine is not a hard science.

Senator CoHEN. Well, I surely know from my past experience. [
remember when I introduced a bill to try to establish tax incen-
tives for people to have annual physical checkups. T thought it was
really a good idea to get people to become more conscious about
getting at diseases before they really take hold, and somehow to
encourage people to be more health-conscious. I don’t think I ever
received more negative mail in my life. Number one, I got it from
my constituents who felt my proposal was a bail-out for doctors—
giving taxpayers more incentive to go to hospitals and doctors on a
more regular basis. And the physicians were outraged because as
they said, “there is no standard number of tests that we can per-
form on anyone at any given time in their lives; there is no stand-
ard to measure this by.” So I beat a hasty retreat in trying to
impose certain standards for doctors to measure up to.

But also, Mr. Maxwell, I was interested in your comment that if
we were to set standards under which we were to reimburse cer-
tain participating physicians, then the courts might take that into
account. Again, that has a sort of surface appeal. On the other
hand, if we had a costconscious Congress that said “We're only
going to reimburse for the following services,” I doubt very much
whether the courts would be impressed with that in terms of
whether you or anyone else were to bring a suit on the basis of a
failure of the participating physician to take precautions over and
above what he or she would be reimbursed for. I think that that
would really not deter the courts in any respect from judging inad-
equate care harshly.

One final comment, on malpractice—we've heard a lot about
malpractice. The Chairman has indicated that there is a serious
problem in terms of physicians not segregating out their costs. I
think that physicians are doing precisely what insurance compa-
nies are doing. They're buiiding a rate structure or fee structure
which has no relationship to the groups or the individuals coming
in to see them. I point to my own State of Maine, for example. 1
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can't think of a major medical malpractice case that has succeeded
in my recent experience, and yet we pay the same high, outrageous
rates that many other parts of the country do. Yet it has no rela-
tionship whatsoever to the litigation experience of my State. Insur-
ance companies get into the concept of “pooling,” and therefore
Maine has to pay for other States. I suspect that what physicians
are doing is protecting themselves—but not against the senior citi-
zens who may have a lower claims rate than a younger population;
they are simply doing what insurance companies are doing.

So we talk about tort reform. I don’t think we can separate tort
reform from insurance industry reform as well, but we ought to
start taking a look at how those rate structures are arrived at.

Mr. MaxweLL. I agree with you, sir.

Senator CoseN. Thank you very much, Mr. Chairman.

The CrAIRMAN. Thank you, Senator Cohen.

Senator Heinz.

Senator Heinz. Mr. Chairman, I'm going to reserve any questions
at this point because we have a number of other witnesses and the
hour is growing late.

The CHAIRMAN. Thank you very much for your testimony. It’s
been helpful to the committee.

Mr. MaxweLL. Thank you, sir.

The CHAIRMAN. The next witness will be Mr. Eric Shulman, Leg-
islative Director for the National Council of Senior Citizens.

Mr. Shulman.

STATEMENT OF ERIC SHULMAN, DIRECTOR OF LEGISLATIVE LI-
AISON AND RESEARCH DEPARTMENT, NATIONAL COUNCIL OF
SENIOR CITIZENS, ACCOMPANIED BY LUCIA DiVENERE,
DEPUTY DIRECTOR, LEGISLATION AND POLICY

Mr. SHuLMaN. Thank you, Senator Melcher.

1 am accompanied today by Lucia DiVenere, Deputy Director of
the Legislative Department at NCSC.

I would just say at the outset that we join Mr. Maxwell and
AARP in hoping that something can be done about the 38.5 percent
increase in the Part B premium before it goes into effect on Janu-
ary lst. We recognize that there isn’t much time, but we do feel—
certainly on the basis of the mail and concerns that have been
voiced by our own members to us—that something really must be
done. I wish I could say that we could try and roll it back all the
way, or even roll it back to the 4.2 percent increase in the COLA. I
would like to think that that’s possible. But at a minimum I would
hope that we could at least roll it back somewhat to alleviate some
of the financial burdens on the elderly.

Unless Congress acts, older Americans will be required to shoul-
der an unprecedented 38.5 percent increase in the Medicare Part B
premium. This additional cost will prove extremely difficult for
millions of older Americans, particularly the 15 million older
Americans whose incomes fall below $10,000 a year.

A number of possible explanations have been offered for why the
Part B premium is so high, including that services have been shift-
ed to outpatient settings; the population is aging; and that benefici-
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aries induce demand. HCFA has found that none of these explana-
tions provide a significant rationale for the increase.

According to HCFA, 78 percent of the increase in the Medicare
Part B premium is due to growth in program expenditures, most of
which is the result of increased prescribing of physician services
and tests. CBO agrees with the conclusion, pointing out that higher
volume was the primary reason for growth in costs during the fee
freeze that ended this year. CBO determined that the growth in
costs for physicians’ services that exceeds general inflation has re-
sulted almost entirely from increases in the volume of services pro-
vided. This may be partly why net physician income rose 31 per-
cent from 1981 to 1986, even through times of Medicare fee freezes.

NCSC rejects outright the contention that physician services are
overutilized by senior citizens who get a CAT scan for every head-
ache. Physicians control demand in the health care marketplace
and determine the quantity and type of services they will provide.
They determine the level of care that each patient needs. Evidence
shows that even under fee freezes physicians increased their return
under Medicare by performing more—and at least sometimes un-
necessary—procedures.

The current Medicare physician payment system encourages doc-
tors to raise their fees on a regular basis and to provide more serv-
ices than they might otherwise. In essence, the more they charge
the higher the accumulated profile on which future fees are based,
and the more services they prescribe the more they will be paid.

We believe the problem can be laid directly at the physicians’
doorstep, but it is the patient who will pay.

According to HCFA, about 22 percent of the premium increase is
due to the replenishment of the contingency fund. The Part B con-
tingency fund is basically the difference between Part B income
and expenses. In 1984, when the contingency fund had a healthy
surplus, it was allowed to be depleted, partly in order to keep the
Part B premium increases low in 1985, 1986, and 1987. Now the
contingency fund needs to be replenished. Under the new, current
HCFA plan this replenishment would occur over the next few
years but still accounts for $1.50 of the $6.90 premium increase. We
feel that such a rapid replenishment is inappropriate and unneces-
sary. Congress should consider phasing this in more slowly, an
option that could save seniors as much as $437 million in 1988.

Congress must act to prevent this unprecedented and unfair
price increase from going into effect. We hope Congress will meas-
ure all attempts to solve the problem of runaway Medicare Part B
costs by three standards: access, quality, and affordability of care.

Briefly, our recommendations are as follows.

One, tie the Part B premium increase to the COLA. NCSC su
ports Congressman Pepper’s legislation, H.R. 3291, which would tie
Part B premium increases to the cost of living adjustment received
by Social Security beneficiaries. The cost of this legislation is $1.7
billion and could be partially offset by requiring remaining State
and local employees to pay into the Medicare program and by
phasing in the replenishment of the contingency fund over the
next 5 years.

Recommendation number two—although this doesn’t directly
affect the Federal budget, we believe that mandatory Medicare as-
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signment is going to happen and it's going to happen, hopefully, in
the near future. NCSC supports efforts underway around the coun-
try to prohibit physicians from charging Medicare beneficiaries
more than a reasonable price for their services. Beneficiaries pay
$3 billion a year for charges above what Medicare considers a fair
price. Physicians should not be allowed to charge some patients
more than others for the same services just because they think
those patients may be able to afford a little more. After all, the av-
erage physician makes about $113,000 a year after all expenses, in-
cluding malpractice, while the average senior citizen lives on only
about $8,100 a year.

While mandatory Medicare assignment won’t address the basic
issue of unchecked growth of services under the Part B program, it
would certainly relieve seniors of a very difficult and related
burden, that of excess billing.

Other long range solutions—many of the long range solutions
were discussed during today’s hearings—include pricing physicians’
services based on a relative value scale and bundling services in a
DRG-type system. All sorts of payment reforms are currently
under study and we are delighted by the determination with which
these studies are being conducted. It is our strong hope, however,
that Congress will not put off efforts to slow or prevent this imme-
diate increase while waiting for long range comprehensive reforms
to be put in place.

Thank you.

[The prepared statement of Mr. Shulman follows:]
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Mr. Chairman, thank you for giving me ths opportunity to
present the views of the National Council of Senior Citizens on. the
scheduled Medicare Part B premium increase, The message behind
this increase is simply that physician health care costs are out of
control.

Unless Congress acts, older Americans will be raquired to
shoulder an unprecedented 38.5 percent increase in the Medficare
Part B premium as of January 1, 1988. This additional cost will
prove extremely difficult for millions of older Americans,
egpecially the 15 million older Americans whose incomes are below
$1¢,00C a year. OUnder this increase, seniors will essentially be
paying significantly more and getting nothing new in return--the
benefit and their entitlement to it are nc different than before
the price increase was imposed.

The only net differences resultinq' from this increase are
these: seniors will have fewer dollars in their pockets,
physicians will have more dollars in theirs, and Part B will have
to dig down deeper into general revenues,

The Major Problem: Increase Volume of Services, Caused by Whom?

A number of possible explanations have been offered for why
the Part 8 premium increase is sc high, including that services
have been shifted to out-patient settings, the population is aging,
beneficiaries induce demand, and formerly unmet health care needs
are being met. HCFA has found that none of these possible

explanations provide a significant rationale for the increase,
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According to HCPA, 78 percent of the increase in the Medicare
Part B premium is due to growth in program sxpenditurss, most of
which is the result of incrsased prescribing of physiciar services
and testa, CBO agrees with this conclusiocn, peinting out that
higher volume waa the primary reason for growth in costs during the
fee freeze that ended this year. CBO determined that the qiowth in
costs for physicians’ services that sxceeds general inflation has
resulted almost entirely from increases in the volume of services
provided, (Purther, CBO is able to show that the volume of services
increasas at times whan real fces are falling as physicians attempt
to keep their incomes riaing.} This may be partly why net
physician income rose 31 percent from 1581 to 1986, aeven though
times of Medicarc fee freezes.

In order to understand the cause of the premium increase, it's
necessary to understand the cause of the Increase in services.
NCSC rejects outright the contention that physiclan services ara
“overutilized" by senior citizens who get a CAT ecan for every
headache. Physicians control demand in the health care marketplace
and determine the quality and type of services they will provide.
Physicians are tho gatekeepers of our health care system and sort
out the level of care that each patient needs. Evidence exists to
show that, even under fee freezes, physicians have bcen finding
ways to increase their return under Medicare by performing more and
sometimes unnecessary procedures.

To most patients, it would seem like morxe health care is good
health care. But this is not always the case. If you lock at the
situation in another setting, it's easy to see that more is not
always better. If you bring your car to the repair shop, for
example, the repairman can add to his income easily, even if he

doesn't raise his rates, by simply doing more and oDore to your

car-~soms of which may bc necessary, some may not, but all of which
you'll end up paying for in the end.

with Part B, it's the same situation in a different setting.
The current Medicare physician payment eystem encourages doctors 1}
to raise their fees on a rxegular basgis and 2} to provide more
services than they might otherwlse. In essencs, the more they
charge, the higher the accumulated profile on which future fees are
based, and thc Tore services they prescribe, the more they will be
paiad,

The problem can be laid directly at the physicians' doorstep,

but it is the patient who will pay for it.
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The Second Problem: Replenishment of the Contingency Funds

According to HCPA, about 22 percent of the premium increase is
due to replenishment of the contingency fund. The Part B
contingency fund is basically the difference between Part B income
and expenses. In 1984, when the contingency fund had a healthy
gsurplus, it was allowed to be depleted, partly in order to keep
Part B premium increases low in 1985, 1986, and 1987.

¥ow, the contingency fund needs toc be replenished. Under the
current HCFA plan, this replenishment would occur in one year,
accounting for $1.50 of the $6.90 total premium increase. We feel
that such a rapid@ replenishment 15 inappropriate and unnecessary.
Congress should consider phasing in this replenishment over five
years, which would save seniors $437.3 million in 1688,

Cost of Physician Services to Beneficiaries

According to the Census Burcau, the median income of people 65
years old and over was $8,154 last year, $11,544 for men and $§,425

for women.

Already, seniors’ costs for physician mervices are very high.
Beneficiaries pay more than §$5 billien a year in Part B
coinsurance, approximately $3 billion a year in excess charges, and
about $1.7 billion in the Part B deductible.

As a result of this increase, enroliees will pay nearliy $298
in 1988 for Part B premiums, $83 more than in 1987, This 38.5
percent premium increage will use up almost one-third of the 4.2
percent COLA that the average senjor citizen will receive in 1988,
About 3.4 million of the lowest-income elderly have some protecticn
against Medicare premium increases--either through Medicaid or the
hold harmless rule under which the dollar increase in a bene-
ficiary's premium can never exceed the increase in his Social
Security benefits. But, according to CBO, another 2.9 million
elderly with incomes of less than $5,000 and 4.8 million aelderly
with incomes of less than $7,400 a2 year will not be protected by
either Medicaid or the ond harmless provision,

Possible Solutions

Congress must act to prevent this unprecedented and unfair
price increase from going into cffcct. The increase is simply much
too severe to allow it to go through without making an attempt to
bring it to reasonable levels. We hope Congress will measure all
attempts to solve the problem of runaway Medicare Part B costs by
three standards: access to care, guality of care, and

affordability of care.
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Reccrmmendation $1 =

Tie the Part B increase to the COLA. NCSC  supports
Congressman Pepper's legislation, H.R. 3291, which would tie Part B
premium incrcases to the cost-of-living adjustments received by
social Security recipients. It's basically unfair, we believe, to
require older Americans to pay more than they are able. From 1975
to 1983, while the COLA increased by seven percent a year, Part B
costs increasad by 17 percent a yecar. As the Part B lincreases
continue to take larger chunks out of the COLA, beneficiaries will
have fewer rescurces available for other necessities of life that
also increase in costs each year, This legislation would ensure
equity and ensure that cost-of-living incrcases are available to
beneficiaries to meet the increased costs of living and not just
shifted over to ever-higher physician payments.

The cost of this legislation, $1.7 billion, could be partially
offset by requiring remaining state and local employees to pay into
the Medicare program and by phasing in replenishment of the
contingency fund over five years. These two payment sources would
pay for all but just under $500 million of the cost of Congressman
Pepper’s bill,

Recommendation #2

Mandatory Medicare assignment. NCSC supports efforts
underway around the country to prohibit physicians from charging
Medicare beneficiaries more than a reasonable price for their
gervices, Beneficiaries pay $3 billion a year for charges above
what Medicare considers a fair price.

f+ isn't fair that physicians should be able to charge more
than a reasonable price. Neither is it fair that physicians should
charge some patients more than others for the same services, just
because they think those patients may be able to afford a little
mOre . Aftorall, the average physjcian makes $113,000 a year
aftar all expenses, including malpractice, while the average senicr
citizen lives on only about $8,100 a year.

while mandatory Medicare assignment. won't addreas the basic
issue of unchecked growth of services under the Part B program, it
would relieve seniors cf the very difficult and related burden of
excess billing. Undar the current system, physicians pad their
incomes and pass along the bill to seniors in many ways. Mandatory
Medicare assignment would remove one of the most obvious and unfair
methods of doing this.

Recommendation #3

Capitation. The Administration has proposed Medicare
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PPO8 a8 a way to control for unnecessary prescribing of physician
services. In our meetings with Dr. Roper, we urged him to go
slowly with this approach and we would hope the Congress would
similarly proceed with great caution. We have two major concerns
with this concept.

Pirst, we arc concerned that senior citizens should not be
penalized if they choose to remain with a lifelong physician who
may not choose to join, or may not be eligible to join, a Medicare
PPO. BCFA has proposed that beneficiaries who go to PPC
physicians should pay lower coinsurance levels {108} and
beneficiaries who go to non-PPG physicians would pay- higher
coinsurance charges {30%) than the current 20 percent
coinsurance rate. Under this scheme, while beneficiaries woulcd
still thecrctically have the freedom to choose their physiclans,
the financial penalties would be so great on many beneficlaries as

to leave them with no choice at all.

Sacond, under the PPO arrangement, physicians would have
incentives to provide less care than under the current system. To
scme extent, ‘this is just what the doctor ordered, so tc speak.
But our concern lies with the fact that it is extremely Jdifficult
today to determine where to draw the line between necessary and
unnecessary procedures and tests. Under any cost-containment
arrangexment, quality of care must be protected and paticnts must
not be denied needed health care services.

Other long-range soiutions include pricing physician services
based on a relative value scale and bundling services in DRG-type
payments, All scorts of possible payment reforms are currently
under study by OTA, PPRC, and DHHS and we are delighted by
the progress that i{s being made and the determination with which
thege studies are being conducted.

It is our strong hope, however, that Congress will not put off
efforts to slow or prevent this immediate increase while waiting
for long-range, comprehensive reforms to be put in place.

Conclusicn

The 38.5 peréent increase in the Part B premium will cause
significant financial harm to millions of older Americansl
Something should and must be done before the end of this session to
prevent the full effect of this increase frcm going through. We
urge the Members to consider legislation along the 1lines of
Congressman Pepper’'s bill and to keep in mind the basic issues of
fairness, access to care, gquality of care, and affordability of

care.
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The CHAIRMAN. Thank you very much, Mr. Shulman.

First of all, let’s start with that $8,100 figure that you cited. Are
you stating that that is the average per capita income for senior
citizens?

Mr. SHULMAN. That's the average income of senior citizens in the
country.

The CuarmMan. How many of those people would not pay any in-
crease? How many senior citizens——

Mr. SHULMAN. Would not pay any increase as a result of the
stricture against Social Security benefits being lowered? I think
that it was AARP that estimated approximately 400,000 to 500,000,
but I'm not sure. We don’t have a figure on that, but my under-
standing is—

The CHAIRMAN. Less than a million out of the 31 million?

Mr. SHULMAN. About 400,000, I believe, is the figure of the
number of people whose Social Security checks would drop as a
result of the premium increase, but will not because of the law
which says that Social Security checks cannot drop.

The CHAIRMAN. Among your membership do you find this to be a
very worrisome problem, this §7 per month increase?

Mr. SHuLMAN. There’s no question that it's a serious problem
among our membership. I mean, it unavoidably gets mixed up with
past Part B premium increases, with past restrictions on tax bene-
fits for the elderly, on the catastrophic supplemental premiums—
all of these things taken together, I think, reflect a real effort to
diminish the incomes of—not, perhaps, the poorest of the poor who
may be covered by Medicaid, but people of low and moderate in-
comes are being hurt by these various proposals. No doubt about it.

The CHAIRMAN. Older Americans are becoming very frustrated
with what is happening to them. Health care costs are rapidly in-
creasing, faster than the cost of living adjustments they might
have, on their pensions or Social Security checks.

Mr. SHULMAN. Yes, sir. There’s no doubt about it. We are hear-
ing from our people loud and clear that a 38.5 percent increase in
the Part B premium is outrageous. They are urging us to try to do
something about it, and we hope that even if it's a temporary
measure or even if it’s not the perfect long-term solution, we ought
to try to find some revenues to roll back. We're not suggesting that
we want to fight a deficit battle here, but it would certainly be im-
portant for us to look at short-term, immediate ways to at least roil
that 38.5 percent increase back by some amount.

The CHAalrRMAN. Well, I tend to agree that it would make sense to
not accept the entire $6.90 increase and to try to reduce it. We'd
have to change the law to do that. I think it should be reduced not
only because, number one, it is a staggering increase percent-
agewise but number two, because we ought to be doing something
here in Congress to control health care costs for older Americans.
Both the House and the Senate passed catastrophic legislation that
will be budget neutral and financed entirely by beneficiaries.

We have discussed four different ways of holding down Part B
costs; some are prioritized by HCFA and some are recommended by
your group or AARP or others. I think Congress ought to react and
do something now. If we accept only a part of that increase for
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Part B, I think there is a stronger possibility that Congress will act
to hold down these costs for everybody.

I don’t believe capitation is much of a solution. I think it’s time
that we move, and that means Congress does something. I think
not permitting the entire increase to go into effect would put pres-
sure on Congress to do something about growing Part B expendi-
tures. I think you will see, Mr. Shulman, that we in Congress will
take some steps to reject part of that increase, and will begin to
address how we are going to control costs. I don’t think it need be
one of antagonism between the medical profession and the physi-
cians and their patients. I think it can be worked out in a very
practical manner and that the physicians would be delighted if we
got rid of some of this paperwork.

Mr. SHurLMaN. Right. :

The CrairmaN. I believe costs could be reduced if we simplified
the paperwork involved in processing Part B claims. What rel-
evance has complicated and confusing paperwork to good medicine?
If it’s relevant to the good practice of medicine and a physician’s
care of a patient, then it may be necessary. However, I don’t be-
lieve it does and I haven’t found any number of physicians that be-
lieve it does. I asked Doctor Roper earlier, who created this mon-
ster? He did claim part on behalf of HCFA. He also seemed to indi-
cate that carriers and insurance companies were guilty. I am sure
that as long as Congress allows that to exist, we are also guilty. I
feel some responsibility and I think this committee feels some re-
sponsibility. I believe you may see some action out of Congress
before the first of the year.

Senator Heinz.

Senator HeiNz. Mr. Chairman, I have no questions.

Well, I do have one. I listened carefully, Mr. Shulman, to your
ideas about how we can avoid the increase or at least mitigate it
somewhat this year. I listened also to your proposal about mandat-
ing assignment. But it strikes me that neither of those proposals,
meritorious as they may be, have anything to do with the underly-
ing problem, which is the vast increase in utilization of Part B ben-
efits. Do you have anything to say about that?

Mr. SHuLMAN. Well, as far as mandatory assignment is con-
cerned, I certainly am not proposing that as action that should be
taken in this session.

Senator HeiNz. I understand that. I'm concerned about what any
of us—the administration or Congress—should do about the vastly
increasing utilization of Part B benefits. We've had several lengthy
discussions as to why those benefits are being utilized. Sometimes
it’s due to the physicians. Sometimes it's due a shift from to Part
A. There are a variety of reasons. The fact is that the underlying
increase in Part B appears to be almost inevitable.

Mr. SHuLMAN. Yes.

Senator Heinz. We can hold it back a little. We can complain
about HCFA management, which I have done. But it's like com-
plaining about the tide. All we’re complaining about really, is that
the waves are a little too big today. The true problem is that we
have this tide rising on us and we need to do something to get the
moon to move; otherwise I think the tide is going to swamp us.
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Mr. SuuLmaN. | agree with you, Senator, and I think it is going
to be important to look at many of the solutions that have been
discussed today, whether it's a relative value scale or capitated
payments or a variety of other types of approaches. But that’s
simpl{l not going to happen in the next 2 months, I think we basi-
cally have to January 1 to try to address this problem even in just
a short-term, limited sort of way. I know it won’t necessarily con-
tribute to the underlying problems of the Part B premium increase
but at the very least it will relieve the burdens that elderly people,
particularly low-income elderly people, will face as a result of it. I
think we need to do both.

Senator Heinz. Mr. Chairman, I might just add that Mr. Shul-
man is accompanied by a former member of the Committee on
Aging’s mariority staff, Lucia DiVenere.

Lucia, it's nice to see you. Thank you for being here. We wish
you were still on our staft. {Laughter.] :

Mr. SuuLMAN. You're not going to get her back, anyway.

The CHAIRMAN. We trust, Lucia, you are contributing to the
cause in your present position.

Mr. SuuLMan. Definitely.

The CHAiRMAN. Senator Cohen.

Senator CoHEN. Just one question, Mr. Shulman. What portion of
the Part B premium should be borne by the beneficiary? Right now
it’s about 25 percent.

Mr. SuuLMAaN. Well, of course, a few years ago it sort of dropped
back to 20 percent or 21 percent and it was only through the recon-
ciliation legislation that the requirement was placed at 25 percent.

I guess it’s hard for me to put a specific percentage to it. I think
we are probably more or less in the ball park in general terms, but
I would certainly like to see it reduced somewhat, if only to com-
pensate for the current Part B premium increase.

Senator ConEN. What’s your reaction to the proposal by Doctor
Roper about trying to direct beneficiaries to those physicians who
are more conservative in their treatment?

Mr. SuuLMAN. Well, I suppose it depends on how exactly they
are directed to those physicians. I am disinclined to support any
kind of proposals that would effectively force p(:iple to go to physi-
cians that they don’t want to go to by way of reduced co-payments
for going to certain physicians as opposed to others.

I have those concerns in terms of specific proposals like reducing
co-payments to HMO’s or PPO’s because I think people do have a
right, and elderly people do want to be able to go to the physicians
that they want to go to. That freedom is important.

Senator Conen. Thank you.

VThe CHAIRMAN. Thank you very much, Mr. Shulman and Ms. Di-
enere.

All right, our next witness will be Doctor Risa Lavizzo-Mourey
from the University of Pennsylvania School of Medicine and the
Wharton School.

Senator HeiNz. Mr. Chairman, I want to thank you for three
things. First, you pronounced her name correctly; second, I thank
you for adding her to the witness list; and third, I thank you for
accommodating her schedule. Doctor Lavizzo-Mourey has to attend
to her rounds at 3 o’clock this afternoon in Philadelphia and she
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has to catch a 1 o’clock flight, 50 I'm much indebted to you, Mr.
Chairman.

The CHAIRMAN. All right. Thank you.

Please proceed, Doctor. .

STATEMENT OF RISA LAVIZZO-MOUREY, M.D., FACULTY, UNIVER-
SITY OF PENNSYLVANIA SCHOOL OF MEDICINE AND THE
WHARTON SCHOOL

Dr. Lavizzo-Mougrgy. Mr. Chairman, members of the committee,
I am Doctor Risa Lavizzo-Mourey of the University of Pennsylvania
where I am an Assistant Professor of Medicine and alsc an Assist-
ant Professor of Health Care Systems at the Wharton-School. I am.
also a Fellow of the Center for the Study of Aging and a Senior -
Fellow at the Leonard Davis Institute of Health Economics.

My practice in medicine as a board-certified internist is devoted
exclusively to the care of the elderly. Therefore, I come to you
today as a clinician who is concerned about rising health care costs
but who is also concerned that any solutions that we.choose now
should not limit our ability to have high-quality care for all of our
elderly into the 21st century.

What precipitates these hearings is the rise in the Part B premi-
ums and our desire to limit these increases in the future. But as we
look at some of these specific proposals we have to keep in mind
that there’s an underlying issue. I'd like to just address that under-
lying issue, as others have today.

The increase in cost for physician payments is multifactorial. It
is due to the increased number of practicing physicians; the
changes in physician billing practices—that is, un-bundling; the
shift of medical care from the hospital to the outpatient setting,
and it’s also due to the increase in technology. The demographic
trends indicate that there are more beneficiaries, and these people
are aging.

So when we look candidly at the deficiencies we can see that
there is more than enough responsibility to share among all of us.
To quote the philosopher Possum Pogo, “We have seen the enemy
and he is us.” So I urge you not to put undue burden on the benefi-
ciary—in this case, the elderly, who I can assure to you as one of
their physicians and advocates already carry a large portion of the
burden for the deficiencies in our health care system. The very old
require more services than the young and younger elderly. As a
geriatrician I can tell you they require more time because they
have more chronic illnesses and functional disabilities and they
have to face these with limited family and financial resources. Yet
studies indicate that elderly tend to underreport their problems
and to delay seeking medical attention for such serious problems as
cancer, dementia and congestive heart failure.

Fortunately, the medical community has begun to respond with a
change in the standard of care. We know that some of these
changes in assessment procedures are cost-effective. Let me give
you an example from my practice that will illustrate the point.

Ten years ago when I participated in my first evaluation of a pa-
tient with Alzheimer’s disease, it was done in a hospital over a 4-
day period. The only cost to Part B of Medicare for that evaluation
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would have been those four physician visits. The evaluation that I
began last Friday on a patient who probably has Alzheimer’s dis-
ease will require that patient come back to the practice four or five
times to see physicians, nurses, social workers, and will also in-
volve a well-chosen, individualized battery of tests. Clearly, the cost
to Part B Medicare for the evaluation in 1987 is going to be higher
than that 10 years ago, yet we do know that these kinds of assess-
ments are cost-effective and reduce overall health care costs, prin-
cipally by reducing nursing home placements. So my patient, I
hope, will have not only a diagnosis but a plan of care that will
improve her quality of life and will help reduce the probability
that she enters a nursing home.

In this instance we are fortunate in knowing that this is a cost-
effective practice. However, that is often not the case with services
from which physicians must decide. It is a difficult balance for us
all—physicians, legislators, payors—to compromise between cost
and quality, especially when we do not always know how to meas-
ure quality. And if it’s a difficult balance for us, it is a nearly im-
possible one for the elderly who must make these sorts of decisions
which will affect their quality of life and their quality of care with-
out medical skills and without adequate information.

We don't really know what the effect will be on our elders of a
proposal that forces elderly patients who tend to underreport and
who have chronic illnesses, to make health decisions based on fi-
nancial constraints, but we do know that the poor do forego neces-
sary services when financial barriers are placed in their paths.

So let me conclude by saying that the reasons for rising health
care costs are complex. The problem is related to volume of serv-
ices in part, but we need to better understand cost-effective medi-
cine. We need to develop consensus on what is cost-effective and we
need to better educate physicians on cost-effective practices and, fi-
nally, to better educate beneficiaries before we can ethically place
more burden on the elderly.

Thank you.

[The prepared statement of Dr. Lavizzo-Mourey follows:]
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Mr. Chatroan and members of the Committee, I am Dr. Risa Lavizzo-Moursy
of the.University of Pennsylvanis where ] am an Assistant Professor of
Medicine in the School of Medicine, an Assistant Professor of Health Care
Systems in the Wharton School, a fellow of the Center for the Study of Aging,
and a Senior Feliow of the Lecnard Davis Institute of Mealth Economics, a
university-wide health services research and health policy organization made
up of physicians, sconomists, decisfon sclentists, lawyers and management
scientists. My medical practice as a Board-Certified internist is exclusively
with the elderly as cutpatients and as inpatients of the Hospital of the
University of Pennsylvania. I am also Medical Director of Elmira Jeffries
Memorial Home, a 180-bed teaching nursing home in Philadeiphia.

1 come before you today not as an official of the Federal Government, nor
23 a reprosentative of 3 national provider organization such as the American
Madical Assoclation or a national consumer group but as a physician beginning
a career {n academic medicine who concurrently pursues teaching and research
in both schocls of medicine and business. | am here because of my concern for
rising haalth care costs. I seak short-term solutions. However, I am equally
concernad that any short-term solutions to the cost probiem permit long-term
strategies to maintain quality care through cost-effective health services of
a1t our elderly citizens in the 21st century.

As 3 constituent of Senator Heinz, [ no doubt share many of his concerns.
Therefore, 1 am pleased to be able to comment on some of the methods proposed
to limit Medicare Part B cost.

OVERVIEW OF THE PROBLEM

Thesa hearings hava besn precipitated dy the need to to increase premiums
for Part 8 of Medicare and a desire to iimit future increases. Although the
dollar amounts may seee= small to somo, ths percentage rise is very dramatic.
Whils thers ars spacific proposals baing considered, 1 will begin by
discussing the underlying fssus. The underiying fssus is one of volume and
price of services in the guasi-market, partiaily reguiated economy of heaith
care, in which conflicting incentivas and thair response account for risiag
uttiization and cost inflatfon. Market theory argues that both will be
controiied through supply and demand. Heaith care, as we ail know, does not
follow the principles of & aarket economy. Therefore the Physictan Payment

Review Commission, the Haalth Care Financing Administration, the Congressional
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Office of Technology Assessment, among cthers are looking for ways to manage
volume and price of services in the best fntarast of the patfent, physician,
and the soclety.

A colleague at the University of Pennsylvania and Commissionar on the
Physician Payment Review Commission, Or. John Eisenberg provided a detailed
review of physician's fees in his testimony before Congress. The increased
number of practicing physicians; changes in physician billing practicss
(upbundlinq): the shift of medical care from the hospital to the outpatient
setting; and the availability of new technology are all factors fn the
increased services used by Part B beneficiaries. Further, demographic shifts
mean that there are more beneficiaries and that tha elderly as a group are
aging. Thus, the reasons for this two decade long steady rise in costs are
multifactorial,

When one looks candidly at the deficiencies in heaith cars in
contemporary America and examines the roles of all involved, there is more
than ample responsibility to share among all of us -- patient, provider,
payor, and public. To quote the philosopher possum, Pogo, *Ws have met the
enemy and they is us.® Thersfore, let us be carsful not to put tha burden for
correcting cost escalation on the victims of disease, in this {nstance the 111
elderly, who I can attest as one of their physicians and advocates, experience
more than their share of the deficiencies in the American health cars

enterpriss,

ANALYSIS OF ISSUES

We are attempting to control medical costs under the fee-for-service -
mechanism for reimbursing physicians. Historical precadent argues for the
continued use of fee for service as the primary instrument for allocating
medical rescurces. Althcugh this is the dominant method for paying physicians
in our society, there is alsc considerable experiance with salary {fee for
time} and capitation {fee per patient). As one of my colleagues, Dr. Wilifam
Kissick, of the ieonard Davis Institute of Healith fconomics often points out,
there are disadvantages as wel) 3s advantages for each of thase machanisms for
the three principle -- patient, physician, and the society or its constituent
institution. 1 concur, and feel very strongly that we must address these
issues in our conceptualization cf the long-term future while searching for
incremental gains.

If I am fortunate enough to achieve my predicted life span, my
profassional career will extend to the year 2025 after which I can look
forward to 15 years of retirement. I must confess I think mare about the
years and accomplishments of my professional activities than I do anticipating
15 years in retirement nurturing at least a haif-dozen chronic diseases. |

mention this because ! would like my testimony to be responsive to the
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concerns of Senator Heinz and his constituents who are senior citizens in
1987, 1388, 1989, and 1990 as wall as zy fellow sanior citizens batwsen tha
ysars 2025 to 20480. A gllmpse at demographic projections should be sobering
as we consider solutions for today's cost problem. The proportion of our
society needing services will get larger in comparison to those in the work
force paying for the services.

The vary old receive mora medical services than younger elderly, 8.4
visits per year for those over 75 as compared to 7.4 for those betwen 65 and
74. As 2 geriatrician, I can tell you that these eldsiry regquire more time

becauss they have chronic dissases {averaging between fiva and sight chronic
diseases}, and have sore functional disabilittes {30 percent requiring

assistance with personal care) in the face of limited financial and family
resources. Yet studies have indicated that thess aldsrly t.ypically under-
report their symptoms and delay seeking medical attention for such serfous
problems as cancer, congestive heart failure, and dementia.

Fortunately, the medical community is recognizing these spscial nseds and
the standard of care 1s changing as a result. Interdisciplinary assessments
of these frail patients are labor intensive and increase utfiization.

Howsver, thases assessments improve outcomss and reduce later health care costs
principally related to nursing hooe placement. Thase assessments ara examples
of how some changes towards increased utilization have led to increased
quality of care as well as how shifts from the inpatient setting to the
outpatient setting can affect utilization. Moreover, these services emphasize
cognitive skills of physicians, more than technical procedures. Ths current
disparities in reimbursement between cognitive skills and technical procedures
provides a disincentive for physicians to provide the services the elderly
often need most, In addition, cognitive services are difficult to evaluats
with retrospective utilization review.

Let me use 2 patient history from my own practice to illustrate the
point. Ten years ago when [ participated in the evaluaticn of my first
patient with Alzheimer's disease, it was done in tha hopsital over a four-day
period, and the thrust of the evaluation was aimed at uncovering reversible
causes of dementia. That evaluation, with the exception of the four
physician visits, would not be included in Medicare Part B. The svaluation of
a patient who probably has Alzheimer's disease that | began last Friday will
require that the patient make four or five visits to physicians, nurses,
social workers and psychologists and will 2iso require 2 carefully chosen and
individualized battery of tasts. In ths end, ths patient and her fnﬁy will
have not only a diagnosis dut also a plan of care to promote better gquality of
Vifs and reduced probability of antering a nursing home. Yet, the 1987

evaluation consumes more Part B resources.
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In this instance, we are fortunate in knowing that these kinds of
assessments are, in fact, cost-effective. However, we do not have the
clinical cost-effective information on many kinds of services deliverad.
Therefore, as we view these solutions, we must be ever mindful of their
effects on cost and guality, especially where there is insufficient
information on where long-term benefit may be thwarted. It is sasy to reduce
costs at the expense of guality: conversely increased utilization can mean
improved quality.

If this is a difficult balance for physicians, legislators, third-party
payors, and the Health Care Financing Administration, it is a nearly
impossible one for the elderly who must make the cost quality trade-off with
only a lay person's knowledge. Solutions which provide tinancial incentives
to elderiy fc;r choosing cost-efficient providers force them to treat health
care as they would any other product and make decisicns which have
implications for the quality of thelr care and the Guality cf their life
without having the medical information and skills necessary to make those
decisions. lIndeed, it has been shown that financial incentives can influence
the type of plan chosen, and the utilization of medical services. While we do
not know what the impact would be on old people with multiple chronic
§1lnesses and the tendency to under-report those ilinesses, financial barriers
have baan shown to decrease the use of necessary medical services by the poor.
in short, it is premature to increase turther the elderly’s risk through
financial incentives.

Rising health care costs and the increased volume of physician services
being provided are complex problems. Sciutisns require better understanding
cost-effective medical practices; consensus developmant among health care
providers regarding cost-effective medical practices, better education of
physicians and finally, education of beneficiaries. Only then can we
ethically ask our eiderly to take on 2 greater financiai burden for the rising
health care costs in this country.

COMMENT OM PROPOSALS
Health Care Financing Administration has outlined four initiatives to

address the control of volume and cost of services provided by physicians

under Part 8 of Medicare. [ shall comment on each of these.

{1} Freeze feos for non-primary care services. This addresses only one
side of the cost/volume equation. Therefore, one would expect volume to
increase. if the size of the fee remains constant. but the volume
increases, there is still a rise in overall expenditures.

{2} Expand utilization review by insurance companies that contract to
adninister Medicare. I recognize the value of utilization review,
particuiariy prospective review based on physician consensus which is

possible in organized settings. Retrospective reviews often disallow



81

payments and the cost falls as a burden on the patient who consumes the

services rather than the provider who orders or provides the service.

Furthermore, prospective utilization review based on group consensus has

the advantage of being able to consider appropriately cognitive services.

{3} Establish a cap on Medicare expenditures by particular geographic areas.
Intuitively, this would appear viable for certain services based on
procedure but extraordinarily camplex for the cognitive services that
constitute primary care. More importantly, however, it forcas the
rationing of medical care.

(4} Use financial incentives to encourage Medicare beneficiaries to select
preferred providers who practice efficient medicine. Preferred Provider
Organizations offers a mechanism for influencing volume and cost of
services by contracting for referral of patients in exchange for a
discount on price. It is suggested by some observers that if successful,
be influenced in thetr selection through vartable co-payments or co-
i{nsurance. For many, it would mean disrupting iongstanding doctor-
patient relationships. Moreover, at present, beneficiaries seidom have
the information necessary to choose providers. One wonders what criteria
patients would use for selecting preferred providers in a complex market
which even sophisticated researchers have difficulty describing and
analyzing.
in the short term, freezing of fees and expanded utiltzation review will

probably meet the priority of cas: control. Having said this, I would

reaffirm my conviction that tinkering with the fee system will have problems
with equity and quality of care. Financial incentives for preferred providers
offar short-term gains and if linked tc a long-term HMO strategy look to the
2ist century, which is upon us. Experimentation with caps in payments for
technoiogy-based services with geographic areas developing high preferred
provider organization penetration could be consistent with that strategy.

Each of the HCFA's proposals can provide a short-terz sclution but run the

risk of sacrificing cost to equity and quality of care and may increase the

clderiy’s financial burden.

In closing, I would emphasize the complexity of the interrelationships
between fees, volume, quality, patient needs, and cost-affactiveness.
Further, all of the stakeholders in the heaith care enterprise share
responsibility for the problem. It is izmperative not to place the burden of
such a complex societal issus on the backs of patients who have the least

expertise with which te respond.
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The CrairMAN. Thank you very much, Doctor.

I would like to refer to the part of your testimony that addresses
the evaluation and treatment recommendation of the Alzheimer’s
fggients and compares a patient of 10 years ago with a patient

ay.

Can you just tell me how you view the change over the 10 years
in treating Alzheimer’s patients? How has it improved? Is it better
coordinated between you, as an internist, and other specialties?

Dr. Lavizzo-Mourgy. I think that’s one of the ways it’s changed.
Ten years ago most of our evaluation and our practice was aimed
at understanding whether or not the person in fact had Alzhei-
mer’s disease or some other disease that we thought was more
treatable. Today, much of the evaluation and much of the plan we
develop is aimed at helping the patients and their families cope
with this devastating disease. And that’s true of many of the chron-
ic diseases that the elderly face. It's this management plan that
takes a large amount of time and the large number of visits in
order to develop.

The CHaiRMaN. How many does it take?

Dr. Lavizzo-MouRey. Well, at least four or five.

The CramrmaN. And 10 years ago it wasn’t organized that way?

Dr. LAavizzo-MouRrey. Ten years ago the norm or the standard of
practice was not to have an interdisciplinary assessment where the
different aspects of care could be approached by professionals in
their respective areas, so that you wouldn’t necessarily have a
nurse advising families and patients on areas that fall within the
expertise of nursing as a part of that evaluation.

The Crairman. Doctor, your specialty is internal medicine?

Dr. Lavizzo-Mourkey. Yes, that’s correct.

The CHAIRMAN. Is it your experience that you are the first physi-
cian to diagnose Alzheimer’s in the average patient?

Dr. Lavizzo-Mourey. Yes, I am the person who has the long-
term relationship with that patient and I see the early changes.

The CHAIRMAN. Are you indicating that what we can do to help
somebody with Alzheimer’s disease when it is initially diagnosed
may well save Medicare a huge amount of money but, more impor-
tantly, save the patient a huge amount of confusion and suffering
by laying out a program that may keep the patient out of a nurs-
ing ?home or some other type of institutionalization? Is that cor-
rect?

Dr. Lavizzo-Mourey. That’s the point I'm making and I think
there are several randomized, controlled trials that support that
point.

The CHairMAN. Does Alzheimer’s disease per se lend itself to
what we have been calling “bundling,” of services for purposes of
reimbursement? Perhaps it doesn’t lend itself to that sort of plan.

Dr. Lavizzo-Mourey. The diagnosis and development of care for
a patient is necessarily individualized so if there are things in one’s
history that would lead you toward a different group of tests, it
would be folly to have the same “bundle”—or same group of
tests—for all the patients.

The CuairMAN. I understand perfectly. It doesn’t lend itself to
the so-called “bundling.” Thank you very much, Doctor.

Senator Heinz.
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Senator Heinz. Mr. Chairman, thank you.

Doctor Lavizzo-Mourey, I noted on page 3 of your testimony
where you said, “the medical community is recognizing these spe-
cial needs and the standard of care is changing as a result.” Your
emphasis on the change in standard of care, 1 gather, has special
relevance to those of us who are concerned about cost increases in
the Part B program, which is only a segment of all of the costs
borne either by the Federal Government or by the beneficiary or
by others in providing health care to beneficiaries.

Is it your concern that a cost control approach that would lock in
standards of practice would lock out better treatment?

Dr. Lavizzo-Mourgy. That is precisely my concern, Senator. We
are just beginning to understand some of the specific problems of
the elderly and how, as a medical community, we have to respond
to those problems. If there are policies in place that either through
review process or through prior mandates don’t allow this type of
development and change in care for the elderly, I think we’ve done
them a tremendous disservice.

Senator HEiNz. Are you also suggesting—and I don’t know that
you've said this—that the inability of enough people or practition-
ers in the medical profession to change, to stay up to date, to apply
the latest and most cost-effective techniques, may also be a prob-
lem in the kind of cost increases we're having?

Dr. Lavizzo-Mourey. The way things are currently set up there
may be disincentives for some people to make those changes and
many practitioners do not know how to increase the cost-effective-
ness of a practice. So, yes.

Senator HeiNz. What’s the best example of that? One that comes
to my mind is a procedure called “angioplasty” where, as opposed
to coronary bypass surgery, you can do everything that coronary
bypass surgery will do with the exception of one particular artery
that is involved. Is that a good example? :

Dr. Lavizzo-Mourgy. Well, with coronary angioplasty there are
certain types of lesions that one can’t treat that way. But in gener-
al I think that we have to view technology as being able to substi-
tute for other kinds of technology or being able to compliment it.
You have a very good example of a technology that has the poten-
tial for substituting another one, and I think that is analogous to
the development in the care for the elderly. Some of the things
that we are doing now will, down the line, substitute for other
kinds of tests and hopefully lead to better outcomes.

Senator Heinz. If we were to say,“My goodness, you've got a tre-
mendous resume. You're an M.B.A,, you're a doctor, you're a geria-
trician, you're the best qualified person to come before this commit-
tee—or serve on it, perhaps” “We want to toss you the ball.” If we
said, “We'd like you to design a system of paying for patient care
that will permit the necessary changes and improvements and the
subs};itution of visits for days in the hospital,” what would you pro-
pose’

Dr. Lavizzo-Mourey. I think managed care settings where
groups of physicians and managers can develop a consensus regard-
- ing what the appropriate kind of care is for a particular age group
or a particular group of people with a certain severity of illness is
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the best method we have available to us now for approaching that
problem.

Senator Heinz. Managed care settings might be a very broad
way of doing it, but how would we reimburse for it? Should we do
it the way we're doing it now which is basically fee-for-service
under Part B? Should we do it on some kind of 2 DRG basis, as the
administration is proposing? Should we do it on some modified
basis of fee-for-service with some kind of cost controls? Or should
we have incentives for preferred providers?

Dr. Lavizzo-Mourey. I think—let me——

Senator HEINZ. Or something else?

Dr. Lavizzo-Mourey. I think that DRG’s and an overall capitat-
ed mechanism within the context of being able to allocate .those re-
sources among the patients according to need is very attractive.
I'm concerned about a preferred provider arrangement because it
really does put the burden on the elderly person to make decisions
that one needs to understand quality of care in order to make. I
don’'t think we as researchers and as physicians and legisiators
really understand quality, so therefore I'm very concerned that the
elderly probably don’t as well.

Senator Heinz. Administrator Roper indicated, when I asked him
about quality of care that our current standards or ability to evalu-
ate care are very rough, and that it would take at least 2 more
years to develop what he termed to be an appropriate quality as-
surance system.

If we were to hold you, as a clinician, accountable to a particular
standard of practice, what factors would you give us as the most
accurate and fair view of your care practices? Would it be number
of visits, treatment choices, patient outcomes? What would those
factors be?

Dr. Lavizzo-Mourey. [ think all of those are important, but pa-
tient outcome for me is really the bottom line. We have to choose
outcomes that are sensitive to the particular patient. Mortality or
the number of hospitalizations are relatively insensitive measures.
For many elderly, failure to further decline in their functional
status is an appropriate outcome to measure, but we need to be
able to define the outcomes relative to the population groups about
which we are speaking.

Senator HeiNz. Doctor, thank you very much. It's really a pleas-
ure to have someone not only from my home State but someone
who is very knowledgeable and who can marry a variety of cost
control concerns with the practical knowledge of a person who is
on the firing line, having to make clinical and medical decisions
every day of the week. Your testimony has been very valuable and
I thank you for sharing your expertise with us.

Dr. Lavizzo-Mourey. Thank you for giving me the opportunity.

The CHAIRMAN. Senator Cohen.

Senator CoHEN. Thank you very much.

T'll try to cut my comments short so you can make your plane or
train and get back to Philadelphia.

Doctor, as I understand your testimony, you said that basically
we've got more patients today; those patients generally are older;
older patients have more chronic complaints; they tend to wait
longer for treatment; their condition requires more complex treat-
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ment; and finally, they need more sophisticated and costly technol-
ogy to carry out the treatment that is necessary. Right?

Dr. Lavizzo-Mourey. 1 would agree with all but the last. I don't
think we always need more sophisticated and costly technology. We
may need to apply that technology differently.

Senator CoHEN. I think you indicated that the technology is be-
coming more sophisticated and that technology is more costly? It
costs more to buy that equipment today than it did 10 years ago?

Dr. Lavizzo-Mourey. Yes.

Senator CoHEN. Okay.

I guess the question I have is—the Chairman has indicated that
perhaps the way to force Congress to take action is to delay the
proposed 38-plus percent increase in the cost of the premium. From
what 1 hear you saying, maybe Congress shouidn’t take any action
until we understand what such an action is going to produce. In
other words, we might be taking a legislative action without know-
ing whether it will produce the kind of desirable results that we're
all seeking. :

Dr. Lavizzo-Mourey. Well, I think that we do have to take some
actions to try and hold down health care costs. What I'm trying to
say, Senator, is that I think that the actions that we take today
have to have a potential to be built into more long-term strategies
that will not limit us. And I think that if we begin to choose par-
ticular kinds of packages or bundling and particular kinds of pre-
ferred provider groups now without a view of how those might
grow into something that emphasizes quality, we may be doing a
disservice. That’s the thrust of what I wanted to convey.

Senator CoHEN. Well, I agree with you. But the question that we
have is—if we take legislative action before understanding where
that will lead us, how do we in the meantime hold down the costs
without jeopardizing the program itself?

Dr. Lavizzo-Mourey. If we combine some of the proposals that
were mentioned, I think that we can begin to control costs without
further having a detrimental effect. For example, if we merely
have a price freeze on physicians’ payments, volume is likely to go
up; however, if we use the opportunity to also have increased peer
review and to make that peer review more of a prospective process,
more of a group consensus process that takes into account some of
the factors that I've discussed today, I think that we are moving in
the direction that will both limit costs and develop a long-term
strategy.

Senator CoHEN. You also indicated that, as far as education is
concerned, we either have the choice of paying more now and—you
hope—paying less later. In your experience, is there any consensus
within the medical community as to what types of treatment are
generally satisfactory for particular age groups?

Dr. Lavizzo-Mourey. Unfortunately, there is currently a lot of
disagreement on that. We have not looked at many of the preven-
tive practices, both primary and secondary preventive practices,
among the elderly. That is a major research area within the medi-
cal community now. But I think the short answer is that we don’t
know how to plan for some of those things at this point.

Senator Heinz. Doctor, thank you very much for your testimony.
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todThe CuairMAN. Thank you very much, Doctor, for being with us
ay.

Dr. Lavizzo-Mourey. Thank you.

The CuairmaN. Mr. Ed Howard, Coordinator of Public Policy for
Villers Advocacy Associates.

Welcome; Mr. Howard.

STATEMENT OF ED HOWARD, COORDINATOR OF PUBLIC POLICY,
VILLERS ADVOCACY ASSOCIATES ..

Mr. Howarp. Thank you, Mr. Chairman. I will try to be as brief
as humanly possible, Mr. Chairman, given-the time situation.

I thank you for this chance to testify on what can only be called

the startling increases in Part B premiums. We are a nonprofit or-
ganization concerned about low- and moderate-income older:people,
so naturally we're deeply concerned about the implications-for both
poor and economically vulnerable .older people of this Part B pre-
mium increase which takes effect next.January.

So in my statement I'm going to focus less on the:-causes of this
increase, about which you've heard a great deal today, and focus a
little more on the impact that it’s going to have on the people that
we’re concerned about.

Measured either by percentage or dollars, this is by far the larg-
est increase in the Part B premium that beneficiaries have ever ex-
perienced or will experience. It certainly isn’t the only one; during
the first half of 1981 the premium was $3.60 a month. When it goes

to $24.80 in January, beneficiaries will have experienced a-jump of -

158 percent in 7 years, four times as fast. as-the consumer price
index. And because those increases are paid:by everyone in exactly
the same amount regardless of income, it has-a-disproportionate
impact on people with low and moderate incomes. . =

There is very little talk these days about poverty among the el-

derly. Some people have tried to declare it “abolished.” We have.

come a great distance; we've reduced.it from a third of the elderly
population to just about one in eight, but I've laid out.in my testi-
mony some of the factors that are masked by those aggregate-fig-
ures, including the fact that the number of older people below the:
official poverty line has actually increased in.each of the last
couple of years.

But perhaps most striking, and it's something that you picked up
in your conversation with Mr. Shulman, is that there are millions
more additional older people above the official poverty line but still
economically vulnerable. Using a measurement of 200 percent of
poverty, which amounted to the grand sum of $202 a week last
year, 41 percent of older people—11.5 million of them—fall below
that line. We hear an awful lot, as we properly should, about how
disgraceful the poverty rate is among children under 18. When you
use the 200 percent of poverty measure, it is exactly the same for
that group and for people over 65, 41 percent. ‘

Now, some may think that as heavy burden as these out-of-
pocket expenses for health care are for low- and moderate-income
older people, that Medicaid is somehow going to cover those ex-
penses and make it less burdensome. Well, it will for a few, but,

. Y
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unfortunately, it's more false than true, even for people classed as

r.

First, for a variety of reasons, only about 36 percent of the poor
elderly actually participate in Medicaid, just over one in three.
More than 2 million people are represented by that statistic

Second, even among people who are fortunate enough to be on
Medicaid, Part B premiums may or may not be picked up, depend-
ing on the practice of the particular State in which they reside. I've
included a chart that shows how State J)ractices differ. Only about
18 States actually pay the premium and the deductible and co-pay-
ments for all of their Medicaid dual-eligibles. In fact, about a mil-
lion elderly Medicaid recipients still pay the Part B premium
themselves. I should say that figure includes some people who
aren’t technically poor; they have to spend down into poverty in
order to qualify for Medicaid.

Now, according to news reports, negotiators on the budget have
been talking about holding ial Security COLA’s to 2 percent
below inflation but rejected it as politically untenable. As RP’s
statement pointed out, almost three-quarters of a million people
with low Social Security benefits would, if this increase goes into
effect, have their entire COLA wiped out—minus 100 percent. And
figures from that same testimony show that if you add to that in-
crease the $4.00 a month flat premium increase included in the cat-
astrophic health bill just passed by the Senate last week, 4 million
more Social Security Medicare beneficiaries would have their
entire COLA wiped out by this increase.

Now, over the long run there appears to be general consensus
that the most effective way to control Part B premiums is to con-
trol Part B costs. That's going to involve substantial overhaul of
our physician payment system. The question is, what do we do
now? For 11.4 million economically vulnerable who are poor senior
citizens, these aren’t symptoms of some larger ailment. This is the
ailment. Senior groups across the country with whom we are in
touch are alarmed about this threatened increase and are asking
what can be done. It touches nerves that the catastrophic bill and
long-term care and some of the other issues that a lot of us have
been spending a lot of time on don’t really touch.

I've laid out a few basic possibilities under the category of “what
to do because the doctor is coming,” and the first one is the most
compelling. That is to lower the increase. Let’s not accept that the
38.5 percent increase needs to go into effect. It’s going to be expen-
sive to fix, but it’s going to be expensive for the beneficiaries to
pay, almost by definition. Build-up of reserves can be slowed. New
revenue can be raised with some nexus to the Medicare program.

Second, whatever we do about that 38 percent increase, we need
to protect low-income beneficiaries. Two specific things: First, let’s
work to hold on to the buy-in that’s in the House version of the
catastrophic bill. It would allow coverage for Medicare cost-sharing,
including the Part B premium, for all Medicare beneficiaries below
the poverty line. Second, to come closer—at least on the flat premi-
um side—to the House rather than the Senate version of financing
the catastrophic bill.

Third, we need to encourage greater acceptance of assignment.
On the average $105 will be paid by each Medicare beneficiary in
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1987 because doctors don't accept Medicare’s judgment of what's
fair as full payment. And while any mandate along these lines
should reasonably be accompanied by a more general reform in
physician payment, the question is, who bears the burden until we
can figure out the rational way to restructure the system?

Last year, when the Part A deductible was scheduled to go up by
17 percent, Senator Heinz and other members of the committee
moved very aggressively and swiftly to moderate that increase.
That quite properly—even though only a fourth of Medicare benefi-
ciaries actually incurred that deductible cost, and most of them
have Medigap coverage that prevents them from having to pay it
out-of-pocket. Here you have an increase that every Medicare SMI
beneficiary is going to pay. We believe that it deserves the same
kind of swift and vigorous action to deal with it.

Some Medicare beneficiaries, unless some action is taken—a sub-
stantial number, perhaps—are going to let their Part B coverage
lapse because they won't be able to afford the $7 or $11—or some-
where in between—more a month that is going to result from the
combination of these factors. We think that’s moving in the wrong
direction and we urge your immediate attention to try to find a fis-
cally sound and humane solution to that problem.

[The prepared statement of Mr. Howard follows:]



89

THE MEDICARE PART B PREMIUM INCREASE: GROWING BURDEN ON
ALL BUT THE WELL-OFF ELODERLY AND DISABLED

Testimony by

EDWARD FP. HOWARD
Public Policy Coordinator

VILLERS ADVOCACY ASSOCIATES
before tho

SPECIAL COMMITTEE ON AGING
UNITED STATES SENATE
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Mr. Chairman and members of the Committee, thank you for
inviting me to testify at this important hearing on the coming
increasses in the monthly premium for supplemental medical
Insuranca (SMI}, or Part B, of Medicare.

Villers Advocacy Associates is a non-pr'oﬂt. organization
concerned about tho impact of public policy decisions on low and
moderate-income older people. It follows, therefors, that we are
deeply disturbed about the implications for poor and economically
vulnerable elders of the recently announced $83 jump -- $6.90 a
month -- in the Part B premium, to take effect in January.

Measured by either perceatage or dollars, the size of this
increase {8 unprecedented in the 22 years of Medicare‘s
operaticn. Moreover, this increase comes on top of & number of
significant Increases in the past several years. During the
first half of 193.1, the premium wae $9.60 a month; in January
1988, when the $24.80 premium takes effect, Nedicare
baneficiaries will have experienced & jump in premiums of 158% in
just seven veays -- more than four times as fast as the consumer
price indox. See Chart 1.

And because these premium increases are uniform for all
beneficiaries, regardiess of income, they have fallen especially
hard on those with low incames.

There is little discusefon these days about poverty among
the elderly. Medicare and gocial security are widely described
as "sacrod cows® that benefit primarily middle- and upper-income
people. Poor elders? It'm a stereotype from a generation ago,
and, so tho new thinking goes, an cutmoded one.

It ls true that, Iin ganaral, the incomes of older pecple

have improved substantially since 1360, when more than a third of
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those over 65 had incomes below the poverty line. Now the
proportion is just 12.4% in poverty, a lower rate than for the
non-alderly population (13.8%), and far below the rate for

children (19.8%). But consider these facts:

o, :
Poverty among elders remains the highest among any
adult age group.
“The numbey of elders in poverty, virtually unchanged

over the past deccade, actually increased in 1985

and 1986 -- the only age group, including
children, for which that is true.

®0lder Americans make up only one-eighth of the
population, but account for onc-third of those

labeled °persistently- poor

Parhaps most striking, millions of elders are "economically
vulnerable, " that is, have incomes higher than the poverty line,
but under twice that figure. An older individual last year was
classed as economically vulnerable” if he or she had income of
$202 & week or less. There were almost cight million
“economically vulnerable® older Americans lastyear. That moans
11.4 million elders -- 418 of the total older population -- had
incomes below 200% of the poverty line. It is sadly ironic that
the "ecconomic vulnerability® rate amcng children last yecar was
exactly the same -- 41%.

For these “economically vulnerable* and poor Medicare
beneficiaries, the increase in the premium will hit hard. That
$83 will come on top of the $215 premium already due; the §75
Part B deductible that almost 80% of Medicare bencficiarics will
pay, and the $540 hospital deductible that about one fourth will
incur.

These high and growing out-of-pocket expenses for health
care are widely understood to be a burden for low- and moderate
income clders. What is less well understood is that very few of
them are actually protaected from these costs by Medicaid.
Because of restrictive income limits and even more restrictive
rescurce limits, limited outreach and, tc some extent, reoluctance
to participate in a means-tested program, participation in
Medicaid by the elderly pocor is only about 36%. Even the
rejatively old data available show that more than two million
pocr elders are not participating in Medicaid.

Not even all those on Medicaid are protected against this
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Part B increase. Although States may pick up the Medicare ocut-

of-pocket cost-sharing, including the premium, for those
enrviied, only 18 states *buy in” to Medicare for all eligible

Medicaid enrcliees. See Table A.' In 2ll, almost a million
clderly Medicaid recipients must still pay the Part B premium
themselves, or not be enrolled themselves. See Table B. In all,
more than three million poor elders will have no protection at
all against tha upcoming increase.

The increase, of course, is a general one, which will cost
seniors and disabled persons some $2.6 billion next year. In
every state, the personal impact will be felt, as will be the
general econcomic impact. A breakdown of how much the increase
will cost beneficiaries in cach stato is shown in Table C. Also
included in the tabla is the additional cost to beneficlaries of
yet another increase in the fiat premium approved last week by
the Scnate. An the Committee well knows, the Senate Catastrophic
Protection bill includes an increase of $4 in the flat premium
beginning in April 1988. That would mean a 50% increase -- from
$17.90 to 528.80 -- within three months.

Testimony by AARP shows that almost three-quarters of a
million persons with low social security benefits will have their
January 1$88 cost-of-living adjustments wiped out by the Part B
premium increase. Data from the same testimony show that an
additional four million persons would lose their entire COLAs if
the increase in 5. 1127 i{s allowed to take effect along with the
already-scheduled January increase. Additional millions would
have their COLAs reduced substantially.

The Committee has heard a great deal of testiwony, including
several witnesses today, about the underlying causcs cf these
increases. There appears to be a general consensus that, over
the long run, the most effective way to control Part B premiums
is to control Part B costs. that will fnvolve substantial
overhaul of cur physician payment systam. But for tho 11.4
million poor and economically vulnerable elders in America, the
prenmium increases looming in January (and April, under the Sen .te
version of Catastrophic) are not a symptom of some larger
ailment; they are, rather, life-threatening ailments in their wn
right. We urge you, Mr. Chairman, and the other members of the
Committee, to take the leadership in attempting to deal with the
impact of these increases -- not eventually, as part of scme

larger, morc rational reform effort, but immediately and
k]
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decisively, to protact thoss who will othorwise bo at risk.

Here are a few possible actions:

1. islate age. We understand that canceling
this 38% increase, or even resé:aining it substantially, will be
expensive. That is true whether the expense is borne by the
Federal Government or, as current law would have it, by the
beneficiaries. Revenue can be raised from sources with a logical
connaction to the Medicare program.

2. Protect low-jncome beneficiaries. Two specific steps
could be taken that would ease the burden on the most vulnerable
elders. Both involve the catastrophic health bill now awaiting
conference. First, the so-called °*buy-in® in the House billy,
under which the Mcdicaid program would cover Hedicare cost-
sharing {including the Part B premium) for poor bencficiaries,
should be retained. Second, the flat premium increase contained
in the Senate version should be minimized or eliminated. That
would protect those who would not qualify for the buy-in, but for

whom the additional flat premium increase would be a real

hardship.

3. Rocowrnoe/rwguire sssigyment. On average, each Medicare
bencficiary will pay $105 this yéa: in "balance billing® --
usually, bills from physicians for amounts in excess of what
Kedicare has determined to be fair. Movement twoard restoring
Medicare’'s promise that it would pay 80% of medical bills would
ease the burden on many beneficiaries. Again, while any mandate
along these lines would, more reasonably, be accompanied by a
general payment reform scheme, why should beneficiarics bear the
interim burden alone?

Mr. Chairman and members of the Committee, you have been in
the forefront this year of attempting to extend protection to all
seniors against the risk of devastating, catastrophic health care
costs. The $83 -- or, perhaps, $119 -- promium increass facing
saniors in 1988 will, for millions ﬁf them, translate into quiet
but relentless devastation. This hearing itself is evidence of
your commitment to trying to avoid that impact, and we are very
grateful for it. We look forward to working with you toward a

humane and fiscally sound soluticn. Thank you.
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CHART 17

INCREASES IN MONTHLY SMI PREMIUM

AND CORSIAFR PRICFS, B75-88
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Table &
STATE °BUY-IN® AGREEMENTS
tates Which Buy-in Por ly Cash istance Recipients

Connecticut New York
Delaware North Dakota
Illinois Oklahoma
Kentucky Pennsylvania
Louisiana Rhode Island
Kaine South Dakota
Magsachusgetts Tennesse
Minnegota Vermont
Misgouri West Virginia
Nebraska Wisconsin

New Hampshire

tates ich Buy-in Por sh_and Non-Cash Recipients, but Have No

Medically Needy Program

Alabama Mississippi
Alaska Nevada
Colorado New Jersey
Florida New Maxico
Idaho Ohic
Indiana

States Which Buy-ip for Cash and Non-Cash Recipients, Including
the Medjically Needy

Arizona Michigan
Arkansas Montana
California North Carolina
District of Columbia Oregon
Georgia ©  South Carclina
Hawaii Texas

Iowa Utah

Kansas virginia
Maryland Washington

States with No Buy-in Agreements

wyoming
Source: Lyons, Barbara, Schocl of Hygiene and Public Health,
thn; Knpkins'unlv., Unpubligshod paper, October 1987.

83-915 0 - 88 - 4
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TABLE B
Number of Elderly Poor Unprotected

Against Proposed Medicara Part B Premium Increasee*
{in thousands)

STATE

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delawarxe

D.C.

Florida
Georgia
Hawaif

Idaho
Illinocis
Indiana

Iowa

Kansas
Kentucky
Louisiana
Mzine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico
New York
Noxth Caxolina
Noxth Dakota
Chio

Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carclina
South Dakota
Tennessee
Texas

Utah

Vermont
virginia
Washingten
West Virginia
Wisconsin

ELDERLY MEDICAID
RECIPIENTS WITHOUT

MEDICARE

ELDERLY WITH
SUB-POVERTY
LINE INCOMES W/0

PART B COVERAGE MEDICAID COVERAGE
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39.
58.
65.
7.
17.
4.
7.
49.
14.
143.
a3.
7.
85.
45.
20.
105.
9.
42.
10.
75.
166.
7.

4
50.
28.
26.
30.

DA ODANRANNNMWUNEORASDNUNWHODEOOD AW OO WO AL SO P O WL

~
~ L

102.

139.

)nocuau\lnmmmuuoaqomwahowmuu\a:O\or—nwammu\ommmmum\oumw\ouqo



95

Table €

COST 10 WKEDICARE BEAEFICIARIES OF PART & PREMIUN INCREASES, 8Y STATE

XEW ENGLAXD
nAlRg
fEY MAMPSHIRE
VERMONT
RASSACHUSETTS
RHODE 1SLAND
CONNECTICUT

MIODLE ATLANTIC
HEW YORK
NEW JERSEY
PENNSYLVANIA

EAST KORTH CENTRAL
onie
TADIANA
1LLINOLS
LH Y ]
XISCONSIX

¥EST RORTH CENTRAL
HIRRESOTA
10WA
KISSOURT
XORTH BAXOTA
SCUTK DAXOTA
RELRASKA
KANSAS

SOUTH ATLANTIC
OELAVARE
KARYLAKD
8.C. .
YIRGINIA
VEST VIRGINIA
#ORTH CARQLINA
SOUTH CAROLINA
GEORGIA
FLORIOA

£AST SOUTH CENTRAL
KEXTUCKY
TERNESSEE
ALABAMA
#iSSISSiPPI

VESY SOUTH CEMTRAL
ARKANSAS
LOUISTANA
OXLAKOXA
TEXAS

noUNTALN
nOnTaNA
10AHO
VYOKING

{OLORADD
KEw ®EX1C0
ARLIICNA
utay

lacressed

Proposed
increased {urrent
taw Part 8
Precium Incresse

Aged Qisabled Totel Part & Prematus  Plus lncresse
Beneficiaries Beneficiaries Seneficiaries Costs for 1988 in 5.1127, 1988
150,940 14,875 165,815 $13,762,845 $18,731,58%
112,342 8,630 121,007 310,045,248 $14,402.213
61,288 §,007 §7,195 $5.626,98% $8,082,6058
740,419 $6,927 197,046 $66.15¢.8:8 $94,848,40¢
132,588 12,310 144,896 §12,026,514 §17,242,862
398,108 27,588 426,066 $35,365,968 $50,705,424
2,154,684 206,241 2,360,803 $185.855,118 $280,547,8%5
923,913 82.47% 1.006.448 $83,535.184 $119,767,212
1,632,307 147,073 1,279,380 §147,888, 840 §211, 246,220
1,246,437 126,303 1,372,248 $113.937.420 $163,356,060
619,595 60,854 £80, 449 356,477,282 $80,973,431
1,299,870 106,264 1,406, 634 $116,250,622 $367.389. 446
995,467 112,393 1,107,860 $91,952,380 §$131,835, 340
603,309 45,175 652,484 $54,156,172 $77.645,596
505,362 32,280 538,122 $44,668,128 $64.035,5:8
400,500 Laen 028.3n $35,554,876 $50,976,268
655,884 63,087 e, m $59,674,593 $85,557,54¢
85,376 5,538 $0,914 $7.,5848,862 $10,818,766
$4,280 6,443 101,233 $8,402,33¢ $12,046,727
208,668 12,508 222,678 $18,473,874 $26,486.782
314,246 20,810 315,558 §27,851,148 $38.931, 164
87,639 6,992 76,834 §6,19¢,323 $6.881.089
424,028 38,959 462,987 $38,427,921 §55,095,453
.« 66,531 6,429 72,960 $6,055,680 $8,682,240
547,695 65,840 613,338 $50,506,808 $72,586,865
244,440 38,762 283,142 $23.506,786 $33,693,698
§70,108 85.81¢ 155,918 $62,741,19¢ $89,954,242
320,360 48,631 368,991 $30,626,253 $43,909,928
§54,71§ 82,164 §36,943 $52.865,269 $25.296,247
1,829,339 135,740 1,965,079 $163,101,587 $233,844 408
421,043 60,534 481,577 §39,970,891 $57,307,663
£43,868 e 64,912 $51.037,6%6 $73.174,528
452,017 51,784 518,801 $43,066,483 $61.732,318
289.89¢ 44,145 334,042 $22,225,488 $39.750,998
317,962 40,024 187,988 $29.712.838 342,600,304
397,262 56,008 453,268 §37,621,2¢4 $53,938,892
375,764 32,482 408,216 §33,881,928 $48.577,704
1,438,210 122,744 1,560,954 $129,559,182 $185,753,526
94,8602 8,383 102,985 $8,547,75% 312,255,218
105,948 8,189 114,133 $9.473,039 $13,581,827
40,848 2,680 43,528 $3,612.82¢ $5.129,812
270,858 23.348 294,206 $24,41%,0%8 $35,610.514
130,734 14,182 146,918 $12,028,028 317,245,004
361,809 32,958 394,764 $32,765,412 346,976,916
122.503 8,410 130,913 $10,868,719 $15.478.647
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The CHAIRMAN. I am rather intrigued, Mr. Howard, with your
recommendation. In your first recommendation for possible action
you say that if we either cancelled or restrained part of the in-
crease, that revenue could be raised from sources with a logical
connection to the Medicare Program. I think that if we could agree
here in Congr%s on where the offsetting revenue would come from
I believe we'd do the right thing and hold down this $6.90 Part B
increase.

What revenue are you talking about?

Mr. Howarp. Well, I wish 1 had some innovative and creative
new source of revenue, Mr. Chairman. The ones I'm going to tick
off you've heard before, but they do fit the definition in the state-
ment. Most of them have been mentioned this morning.

First of all, workers who are not now participating in Medicare
because of their status as State and local employees—90 percent of
those people are going to get coverage eventually anyway. For
them, it's a windfall. The other 10 percent need it and for them it’s
a good deal, and they ought to be paying it, too.

We've heard some talk about restraining the size of increases in
physician fees. While that is indeed not the most rational way to
design a physician payment program, is it less rational than requir-
ing 11.4 million economically vulnerable older people to pay 38 per-
cent more?

A number of people have suggested some sort of increase in to-
bacco taxes, about which I suspect you wouldn’t get unanimous
consent in the Senate, but there certainly is a connection between
the diseases and illnesses caused by tobacco use and Medicare ex-
penditures.

Finally, we've talked about building up the reserves that are in
the Part B trust fund more slowly than the administration has pro-
posed, with the $1.50 attributed to that particular purpose.

I think with a little creativity and a little advocacy we could put
together a package with those and some other factors that could be
a reasonable alternative to letting this go forward.

The CHAIRMAN. If the two steps were taken that you recommend-
ed in regard to the catastrophic legislation, what do you think
we're talking about in protecting the 11 million older Americans
that might be placed in jeopardy because of this Part B increase?

Mr. Howarp. Well, if a way could be found to avoid the $4 flat
increase, or at least to minimize it, every one of them—except
those already on Medicaid and having it paid for them—would ben-
efit, as would a number of States that do buy in for their dual
beneficiaries now that are going to have to pay that increased flat
premium.

That would be a very substantial help. They would still be sad-
dled with the $7 increase, but that would be better than the $11.

As for the buy-in, it would help a number of people with incomes
below the poverty line, that 3.5 million with incomes below the

verty line. Some are not going to participate because they won’t
gow about it, or because they have assets over $1,800 or $1,900
that would disqualify them for coverage, or because they think that
this is somehow welfare and don’t want to take advantage of it.
But we could reach a good part of 1 million people that way.

The Cuairman. All right. Thank you very much.
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Senator Heinz.

Senator HeiNz. No questions, Mr. Chairman.

The CrairRMaN. Thank you very much, Mr. Howard, for your tes-
timony.

Mr. Howarp. Thank you, Mr. Chairman.

The CHAIRMAN. Doctor P. John Seward, Chairman, American
Medical Association Council on Legislation.

Doctor Seward.

STATEMENT OF P. JOHN SEWARD, M.D., CHAIRMAN, AMERICAN
MEDICAL ASSOCIATION COUNCIL ON LEGISLATION, ACCOMPA-
NIED BY BRUCE BLEHART, DIRECTOR, DEPARTMENT OF FED-
ERAL LEGISLATION, AMA

Dr. SEwarp. Thank you, Mr. Chairman, members of the commit-
tee. My name is John Seward; I am a family practitioner from
Rockford, Illinois. I am also chairman of the Council on Legislation
for the American Medical Association. With me is Bruce Blehart of
the Association’s Department of Federal Legislation.

We certainly appreciate this opportunity to appear before this
committee to discuss the announced Medicare Part B premium in-
creases for 1988,

The AMA is disappointed in the projected need to increase the
Part B premium by 38.5 percent. While the issue that seems to
have flagged the major concern is the 38.5 percent increase project-
ed for the Part B premium in 1988, the formula for determining
the Part B premium is set by statute. As you have already been
informed, a significant portion of the premium increase reflects the
administration’s need to build up trust fund reserves depleted by
its previous decision to spend down reserves.

.. The AMA agrees that this increase and its potential effects on
beneficiaries deserve close consideration. However, the real issue
that needs to be addressed is the total of expenditures for physician
and other Part B services under Medicare.

We have been told by Medicare that the projected level of spend-
ing for Part B services for the period of July 1986 to June 30, 1987
represents an 18.8 percent increase over the expenditures of the
previous 12-month period. Mr. Chairman, this level of increase
should not have been unexpected or seen as unrealistic. An 18.8
percent increase in Part B expenditures is not inconsistent with
historic patterns of Part B program growth. On average, the pro-
gram has grown by 17.2 percent annually over the past 10 years
and has experienced an annual growth over 18 percent in 10 of the
past 14 years.

It is appropriate, though, to dissect the approximately 20 percent
increase in Part B expenditures and make efforts to isolate and
correct any elements that have inappropriately caused program ex-
penditures. According to HCFA, wgen the increases accounted for
by enrollment growth and reasonable charges are factored out, a
residual increase of approximately 9.05 percent remains due to uti-
lization/intensity.

Mr. Chairman, most of this increase is attributable directly to
Medicare beneficiaries receiving necessary and valuable services
for their well-being. Furthermore, this level of expenditures can be
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traced to a myriad of factors, including: The growth and aging of
the Medicare population; the deductible being maintained at the
level set in 1981; assignment being more readily accepted; charges
having been held down; and costs declining in relationship to price.

It is also our experience that utilization/intensity under Part B
is increasing for the Medicare population. As acknowledged by
HCFA, this element has averaged a 6.2 percent increase over the
past 10 years and a 6.7 percent increase over the last 5 years. An
increase of 2.35 percent on top of that 6.7 percent should be evalu-
ated in light of increased benefits under Part B and pressures on
physicians to provide a greater share of the care that Medicare
beneficiaries receive.
~ In addition, more beneficiaries are availing themselves of Part B
services. The portion of beneficiaries receiving reimbursed physi-
cian services increased from 67 percent to 76 percent between 1981
and 1986. Shorter hospital lengths of stay and increased use of non-
hospital sites for care have resulted in a more intensive physician
service being provided.

-1t is reasonable that Part B expenditures will reflect an acceler-
ating increase in utilization/intensity.

Mr. Chairman, we have seen no evidence to indicate that the in-
crease in utilization/intensity was inappropriately caused by physi-
cians. In our full statement we discuss the draft report prepared
for the HHS Assistant Secretary for Planning and Evaluation that
finds increases in intensity do not reflect fraudulent or improper
changes in billing practices. If there were improper changes, the
f&MA would be at the forefront of efforts to address such a prob-
em.

Mr. Chairman, the increases in the use of physician services rep-
resent expanded access to care that the Medicare Program holds .
out to the elderly, that public policies have reinforced, that benefi-
ciaries have come to expect, and that physicians continue to pro-
vide. The increase in program expenditures illustrates that im-
provements in beneficiary access are not without cost.

In conclusion, physicians have received unjustified bad publicity
over the projected increase in the Part B premium. Physicians
have taken part in a voluntary fee freeze, have been subjected to
congressionally imposed reimbursement and fee freezes, and are
now subject to the MAAC price control. No other sector of the
economy and no other Government program has so many price
controls.

Mr. Chairman, the AMA will be pleased to work with you and
the committee in seeing that Medicare beneficiaries continue to re-
ceive quality health and medical care services and that public dol-
lars are spent wisely. We will be pleased to respond to any ques-
tions from the committee, Mr. Chairman.

[The prepared statement of Dr. Seward follows:]
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P. Jolm Seward, ¥.D.

RE: Nedicars Part B Preaium for 1988
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Hr. Chairvasn and Members of the Commitree:

¥y csse is P. Jolm Seward, M.D., and I sa a family practiticacar {roa
fockford, Illinois. I a= aiso the Chatrman of the Councii on legislation
of the American Medical Association. With as is Bruce Blechart of the
Associstion’s Dapartment of Pederal Legtislation.

The AMA appreciasres this opportumity to appear before the Committee
to discuss the somoumced Madicare Part B preaiun increase for 1988.— We

are disappointed f{n the the projected need to incresse the Part B premius

by 38.5%, and we hope iaf i 2ot b £ aveilable—wilil be

forthcoatag at this hearing 80 that specific causes for ths increass can
be fdentiffed and anaiyzed. The AMA agrees that thie large focresse and
its potential effects on beneficiaries deserve cicse consideration. The
real issue f{a the lavel of total expenditures for physiclan and other
Part B services under Medicare.

Mr. Chairman, physicisns have teken part in 4 volintary fes Ires:zs,
baen subjected to Congressionally-imposed reimbursemest and fee frwerss,
and then subjected to the curvently {mposed price controls knowe as
MAACs. No other sector of the economy asd no other governmant progras
has #o asny price controls.

It is also iaportant to point ont that a substantial parcestage of
tha projected premius {ncresse is directly attributable to lack of an
increase in the premfum fn 1986 and tha fact that ths Adaisistration last
year decided ot to impose the full 1987 premium increase by spending
down trust fund aassts. Ia 1987, ths prexiun was increased to $17.90

instead of $19.30. If the full 1587 premius lscrease had been izposed,

that premium would have rep 4 2 218 4 and the potential

1988 presicm of $24.80 would represent a 28% jocreass.
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It ia the experience of physicians across the country that shorter
hospital stays sod increased use of non-hospital sites for care
frequimtly have resuitad in a more f{atensive physiclan service being
provided. By way of exawple, a hospitalized patient who {previcus to the
PP3) may have been in the hospital for a seven—dsy period and who today
is discharged on the foorth day following surgary will utilisze more
Part B coversd ancillary services and require sore intensive physiclan
{nvolvemsnt. Uhtle tha hospital and psrscunsl who routisely would have
provided patient care in the hospital {Part A} will be relisved of
respousibility oa dischargs, the fact that petiest care is stiil oeedad
doss not disappesr.

Witk physicians strougly discosrsged from admitting patients, and
especially with the fncreasing age of the Medicare populaticn and tha
rapid growth of ambulatory surgery, it is ressonable thar Part B
expenditures will raflect an incresse io utilization/ictessity. We need
to examing carefully the axtent to which savings accruing to the Part A
sida of Medicare may offset sxpenses added ts the Part B side.

Vhen the freeze on physician reimbursement waa {ncorporated iato the
Deficit Reductiocn Act of 1384, the Congress called ft.;r a study to anaiyxe
whather physiclan “gaming™ would tske placa. Preliminary results of a
eimilar study befng completed by Peter D, McKenamin, Ph.D., for the
Assistant Secretary for Plamming and Bvaluatiom, poist out that
physicians have been scrupulous Io thelr deslings with the Medicare
progran. The draft report indicstes that the fncrease in fatensity does
oot raflect fraudulent or e ¢! es {s billd rectices.

Or. McMensaln also axamined the isaus of visit “unbundling” and coazcludas
that there was po yolume respomse with respect to follow—up visits.

To date, we have sesn no gvidence to indicate that the increase in
utiifzation/{ntensity was inappropriately “causad” by physiclans. If
there were, the AMA would be at the forefromt of efforts to address such
a problea.

To the contrary, Dr. NcMemamin's aoalysis points out & cumber of
plausible factors, including:

o The growth and aging of the Medicare population;

"o Maintsining the deductidie at the level sat tn 19813

o Assigmmeat daing more readily accepted;

o Charges havicg besa hald down; and

o Coste of office visits declining in relative price.

Dr. XcMaoaaic aptly points out that acy volumse increass would sot be
incomsfetemt with a demand responss on the part of benaficlaries.

An additional factor not mentioned in this study that divectly
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relstes to the relative price of physician services is that approximarely
70% of the Medicare population are covered by private =edigap policies
that effectively provide first dollar coverage on deductible and
coinsurance. Iocressed utfifratfon by beneficiaries ms a result of lower
real out—of-pocket costs is oot to be wnexpected. The recently complated
Band Health Insurance Experiment has found that a reduetion tn
beasficlary cost-sharing for services leads to an iocrease in the volume
of services umed.

Mr. Chairasn, ths {scresse in the use of physlcian services
Tepresants expanded access to care that the Medicare prograa holds out to
the elderly, thar publie policies have reinforced, that the benefictaries
have come to expect, and that phyaicisns continue to provide. In facr,
physiclans have provided thie expanded level of care with virtually zo
increase in program reiaburasezent detween 1983 and 1986. However, the
ineresse 2n program expenditures fllustrates that improvements in
benafictary access are not without cosez.

Medicare Part B Bxpanditures

We have been told by Medicare that the projected level of spending
for Part B services for the period of July 1, 1986 to June 30, 1987
represents s 19.9% locresse is expandituras over the previous iZ2-month

period, and that this {ncrewase would have been 18.8% absent the required
standard on fester claims processing. This level of expenditure incrsasa

should not bs unexpected or seen as unreaiistic. An 18,81 increase in
Part B axpendituras is oot Incomsistent with the hiatoric pattsrn of.
Part B program growth., On average, the progras has grown dy 17.2%
anneslily over the past ten years and has experienced an annnai growth of
over 18% Iao ten of the past fourteen years.

¥ithout queation; the growth in the Part B program over the years
represents increased sccess to effective and gophiaticated heaith care
sarvices for our uation’s alderly and dfsabled.

4naiysis of Part B Expendirures

It i{s sppropriate to diassect the approximately 20X increase in Part B
expenditures and aske efforts to isolate and correct any eleaents that
have inappropriately caused ptogm expenditures, The Health Care
Pioancing Adminigtraticn (BCPA) bas fasued the following facts:

“Duriag the twelve—wontb period, July 86-Juve 87, csrriers paid a

total of $22.1 bilifon in benefits, an increase of 13.92 over the

seme twelve—month period in the prior year....
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Data for the most recent six—oouth period {odicate that the rate of
increase fo payments sppears to de accelerating, with benefits
increasing by 2Z.4X.... However, doth the tweive-month sod aiv-eonth
rate of increase probably overstate the underlying trend since claims
procassing has sccelsrated. A rough estimate of the real {acrease,
aet of the effect of faster claims processing(,) i 18.82 for the
July 86~June 87 iucrease and 16.6% for the aost recent afixr—wonth
period. -[NOTE: POR TEE TWELVE-MONTE PERIOD, S.51 OF THE INCREASR IS
DUE TO CLAIMS PROCESSING ACCELERATION, AND DIRING THE PAST SIX-MONTH
PERIOD VIRTUALLY 26% OF THE INGREASE I3 DUE 10 THIS FACTOR.]

Taking the adjusted 18.8% increase experience durfng the most recent
twelve-month period, the contribution of price, beneficisry
population and utilization, {are) as follows:

o reascoable charges increased to 6.8%.

© etcrollaent {ncreased 2I.

When the increases accouated for by enrcllment sod growth and
reascnable charges are factored out, s residusl iscresse of

approximately 9.05%1 (emphasis added) remalos dve to

utilization/inteusity acd this 9.05% increase ia considarably higher

thsn what we have axperiesced in recent periocds.

Ttilteatioo/{otenaity has averaged 6.2% per year for the lut ten

years, {and) 6.7% for the lsat five yesrs.

Prior to focusing on the element labeled as utﬂiutirmlintenﬂi:y.
I feel it izportant to point out that the 6.8% attributable to “charge
{ncreasea” came about due to justifiable Congressicmal acticn that
allowed increases ia prevailing charge ievels for the first tlae since
July 1, 1983, Most of this level of increase was given te physicians who
entered into agreements with the govermaant to accept all of their
Medicare clalas on an assigned basis. Non-participating physiclans saw
their first tncrease in Medicars paysents on January 1, 1987.
Mr. Chairmen, I cannot believe that the limited amount of locrease
allowed for prevailing charge payments can be at iasue based on the fact
that Medicare has bistorically under-reimbursed for the services provided.

DOtilization/Intensity

The residual froa the specific factors mentioned above ardbitrarily
has been iabeied as "utilieatfon/intensity,” with tha iaference being
that this smount is simply too much., Mr. Chairman, most of this lacrease
is attributable directly to Medicare beneficiaries recelving neceseary
and veluable services for their wall belng. FPurthermore, this level of
expenditurcs can be traced ro a myriad of factors. We have requested the
Health Care Pinancing Adainistration to brask out specifically what has
been purchased with the Part B dollars. To date we have received no
formal respouss to the specific questions niﬂ {n our fnquiry. (A copy
of our letter to ACPA ta attached.)

Pirst of all, an axpenditure increase is by no means wholly
toappropriate. It is our experience that utilization/intensity under
Part B i focreasing for the Medicare population. 4s stated by BCFA,
thig elspent has averaged & 6.2% lucTease over the past ten years and &
6.72 tocreass over the last five years. As increase of 2.35% on top of
the average increase figure of 6.7% nseds to be avaluated io light of
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locreaned benefite under Part B and on prassures on physicisns to provide
8 greater shars of tha care that Nedicare beneficiaries receiva. In
2dditicn, the fact that more beneficizries sre availiag themseives of
Part 3 sarvices must be considsred. The Medicare actusries, for sxaaple,
estimate nationally that tha proportion of beseficiaries receiving
reimbursed phyaictan services iseressed from 57T to 762 between 1581 and
1986. .TMQ fact aicne sccounts for & significant incresse in Part B
expenditures,

Conclusion

In concineion, physicians have received omjustified bad publicity
over the projected incremse in the Part B preatum. This Comaittee is to
bo commended for this hearing aimed st {dentifying facts for the public.
Onfortunately, the sens public that has been told that physicians are the
Toot cause of tha problem is aniikely ever to be presented with a clear
statemant of the facts as to what has caused the growing expenses of
Part B of Medicsre. Sueh aisinfornation hes the doubly unfortunate
aspect of bresdiag mistrust between patients and their physicians,

Mr. Chalraan, the AMA will be pleased to work with you end the
Committes iz sesing that Madicare beneficieries contizze to recalive
quality beelth sad medical care services and that public dollars are
spext wigely. Whathar public expenditures are for the purchase of
defense equipment, food or bousing under welfare programs, or medical
services under Medicsare, the publfc ham the right to expect
aceountablility. Such accountability cecsssitates the availability of ail
of the facts, and we will 2lsc work with the Administrarion when that
{nformation, as we tequested, {5 avaflablie from HCPA.

Ve will be pleased to respond to azy quest{ions from the Coomitree.
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AMERICAN MEDICAL ASBOCIATION
S35 NORTH CEARDCRN STREEY o CMICAGO, ILLINGIS 50610+ PHONE(312)645.3000 « Twx 910-221-0300

September 18, 1987

Willism L. Roper, M.D.

Adninistrator

Bealth {are Pinancing idministration
Department of Health and Human Services
200 Independence Adve. 5.¥.

¥Washington, D.C. 20201

Dear Dr. Roper:

Pirast, let me again express —y appreciation for the opportunity to
peet with you to discuss the increase in Part B expenditures. The
on-going dialogue betveen our organizations is essentisl in adegquately
addressing the underlying causes necessitating the proposed premium
increase and responding to the high level of Coogresasional and media
interest in this issue. Unfortunately, some critics, {n a ruseh to
Sudgment, have wnfairly laid the dlame on physiciane for the increase in
total Part B expenditures vithout any documentation of the root causes,
Congress and the sdministration muat determine the underlying factors
vhich explain the lncresss in Part B spending before even bdeaglmning to
entertain legislativa or regulatory optioma.

As you knov, the Health Subcommittes of the Rouse Ways and Means
Committee chaired dy Representative Stark vwill be hoiding a hesring on
September 30 to look into this matter. The AMA ham heen invited by
Chairzan Stark to testify at this hearing and we intend to participate.
In order for us to develop ocur testimony, it will be helpful for us to
obtain information that is avallable only from the Health Care Financing

Administration.

This letter ia ro request your immediste assistance in obtaining
ansvers to the folloving questions so tdat ve will de able to address
these {mportant issues:

1. It has been reported that Clen Hackbarth Indicated that ome
reason for the 38% incresss in premiuma related to & decislon by
the administracion to "spend down some of the contingency
reserve.” (New York Times, September 15, 1987) Wwhat portion of
the 38% increase in the proposed premium can be sttributed to
the catch-up necessary because of the trust fund spend-down?
How was it that the presium could be held down in light of the
statutory requirement for the Part B premium to cover 25X of
program costa?

2. What portion of any Increase can be attributed to shifts in
services from Part 4 to Part B! Specifically, can any of the
increase be attriduted to services that are nov provided on an
outpatient basis thet would previcusly have been provided under
Part A, such as services attributable to incrsased use of
izproved cutpatient technology, incentives for ocutpatient
surgery, reduced lengths of stays due to DRC implementation, and
utilization controls such as presdmisaion revievs that have
shifted procedures to the outpatient aetting? Can any of the
{ncrease de attributed to ocutpatient work-ups prier to
hospitalization? Ancillary service costs?! Technical cozponents?

3. WwWnat percentage of the incresses can be attributed to general
i{nflation? Increased patient population? Increased numder of
eligibles filing claima? Increased intensity due to shorter
hospital lengths of atay? Increased intensity due to the growth
of the over sge 75 population,

8. Could you identify the increases by practitioner classification
and other service componenta? Yor example, how puch of the
iacreass is attributed to "physiciens™ under Section 1861 (r)(i)
{B.D. and D.0.) and each of the other practitioners identified
in 1861 (r) (podiatciste, chiropractora, optomerrists, and
dentists)}? What portion of the incresse fs attributable to
non-physicians services such as dursble medical equipment and
other part B services (including home health services provided
by a home health agency, rural health clinic servicea, etc.)?
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5. Preas reports have also indicated that a significant portion of
the fncrease can be attriduted to “incresses in fees.™ Pravicus
to the period in question, Medicare reimburmement was strictly
controlled through freezes on prevailing and customary charges
and lioits on updates in the MBI. Alss, fees of
non-participating physicians vere frozen at the April - June,
1984 levels. Physician reimbursezent and fees are stiil
rigorcusly controlled. Ia it your viev that the
larger-than-expected increaaes are caused by physician fee
increases? If 8o, ve would de interasted in ¥nowing o vhat
extent and the specific fee increames that have caused the
reported increase?

6. 1I= there any impact caused by the prozmpt payment provislons? If
80, what percentage relates to increased costs due to prompt
payment and what percentage relatea to interest paid on overdue
claims?

7. Are sdministrative costs faetored ints this increase?! If ao,
what Dercentage of the {ncrease can be attributed to carrier
costs, i{ncluding increased carrier responsibilities, the
participating phyeiclan program, providing directories of
participating physicians, proceasing of MAAC {nformation and
sorvefliliance and monitoring of the MAAC program?

8. The press has indicated that part of the increase reistes to
increased utilization of services by Part B beneficiaries. Is
the Department avare of specific instances of inappropriate
utilization patterns or upcoding undsr Part 3?7

9. In that comtrols on physiclan fees have held down the coats of
these services to levels lower than they would have been
vithout the fee controls, hov =uch increased uvriiization can be
attridbured to increased demand induced by lower real costs?

10. At the time of izplementation, it was projected that
izplementation of the EMO/CMP optiom could actuslly cost the
Program more mouey. Can any of this {ncresss be attriduted to
increased use of the Medicare EMO/CMP option?

1i. Wwhat percentage of the increase can be sttributed to charges
submitted by participating physicians? Non-participating
phys=icians?

12. what percentage of the incresase can be attriduted to increamed
reimbursement levels to participating physiciana?

13. Cen any of the increase be atrributed to the availability of
nev or expanded benefits such aa the expanded coverags for
vision care?

14. Can any of the increase be attributed to payoents made during
the perlod {n question that vere, for whatever reamon, deferred
from an earlier perlod?

i15. Wwhat portion of the increase can be atiributable to services
provided in hospital outpatient departments? Asbulatory
gurgical centers?

I recognize that theae are complex questions requiring detsiled ansvers.
Such fnformation will enable us to address more fully the issues
surrounding the announced increases,

I look forwvard to your prompt reply to this request. In light of
the short time avajladie to us, please feel free to have your staff
contact our Washington office wvith the information as socn a8 any of the
information {s available,

Sincerely,

o —

Jares #, Sammons, M.D,

JHS/41
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The CHAIRMAN. Dr. Seward, of the options that are available and
that have been discussed throughout this hearing to control Part B
expenditures, which options would the AMA like to pursue?

Dr. SEwarDp. Senator, I wish I had an absolute crystal ball that
could tell you exactly which one of those is going to work. First of
all, I don’t think there’s going to be a quick fix.

It comes down to hard economic facts, and you've already stated
them very well. When you look at this there are basically two dif-
ferent ways you can look at it. You can either decrease benefits or
decrease payments for those benefits, and/or a combination of both
of those. Those are exceedingly hard decisions. I think they need to
be looked at extremely closely, as this committee is doing.

1 fear, though, that a very simple quick fix—as the doctors previ-
ous to me have testified—in the long run potentially could have
more drastic effects. In the future, this committee may even look at
what I call the total concept of how the whole Medicare program is
structured, Senator. I think you already alluded to the need for
this when you dismissed the billing forms. I know that as a family
physician when I lock at that billing form I can’t understand it,
either. I think we need to look at the whole Medicare system be-
cause as time goes on, there possibly are fatal flaws in that whole
system that need to be addressed.

The CuamrMaN. Does capitation solve part of the billing form
problems?

Dr. Sewarp. It certainly can, Senator. I heard you mentioned
that that might have troubles with capitation in Forsyth, Montana.
1 happen to know where Forsyth is because I married a Montana
girl. I think certain capitation programs in other parts of the coun-
try besides Forsyth, Montana have potential problems.

The Cuairman. Well, Doctor, first of all, congratulations on your
wise choice of your spouse.

Dr. SEwarDp. You're right.

T!}e CuaIrRMAN. Second, would capitation work where you prac-
tice?

Dr. SEwarp. We have certain capitation programs now, Senator,
such as closed panel-type HMO’s, and we had one in my area that
did contract with Medicare. There was one problem with that pro-
gram. It was up and running for approximately a year, and at the
end of that time they told all the Medicare patients they were not
going to continue with the program. Now these patients are out
lIooking for other services. This distresses me. This is not unusual
either, Senator.

The CHAIRMAN. | am not thinking that there's any one solution
to all this, but I'm willing to say that capitation in certain areas
and certain conditions is a very fine recommendation by HCFA as
a possible solution. I just don’t want them to get carried away with
that as being the solution and forget about Forsyth, Montana and
all the rest of the areas throughout the country that would be left
out in the cold if that were the onlg solution.

What about bundling of services? I understand bundling to mean
that a certain package of services whatever they might be, for a
spec‘}fic diagnosis will be paid a pre-determined amount. Is that cor-
rect? :

Dr. SEwarp. That’s how I think I understand it too, Senator.
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The CHAIRMAN. In effect it would be patterned after DRG’s and
the Pr%spective Payment System for hospitals? Is this part of the
answer?

Dr. SEwarp. I think in certain instances that potentially is an
answer. You have a problem, though, when you try to come up
with a bundle. For instance, on purely an ambulatory basis certain
tests all would have to be included. in the bundle when a patient
comes in. First of all, many times those tests should not have been
ordered, as they may not be appropriate for that type of care.

I think in certain procedures and visits there can be certain bun-
dling, like with colonoscopies or endoscopies or other certain types
of procedures. But, I think setting up specific standards—that say
that every individual when they come in has to have that certain
bundle of tests—I find that inappropriate.

One of the problems that n to be pointed out, Senator, when
it comes to bundling, is that doctors were prescribed by law with
the fee freeze that came in that we could not unbundle. Frankly, I
think that unbundling isn’t appropriate. To the extent unbundling
is occurring, I'm not sure what the figures are, and this is one of
the things we’ve been trying to assess from HCFA. Also, there are
new procedures now that are being performed, for instance, in the
office that were never performed there before. These are, I think,

art of that concept of “what was unbundled.” It wasn’t there
efore. Exactly what percentage of this is involved we would love
to know, also.

The CrammmaN. Doctor, you've looked at the billing form and you
really don’t understand it. Is that correct?

Dr. Sewarp. Yes, sir.

The CHAlRMAN. How long have you practiced, Doctor?

Dr. SEwarp. I started my practice when Medicare started, Sena-
tor. '

The CHAIRMAN. That’s a long time. That’s 22 years.

How did we ever get in a position where the physician doesn’t
understand the billing procedure?

Dr. SEwarp. I don’t know the answer to that. I wish I did.

The Cnairman. Is it more complicated than for those patients
submitting forms from other insurers?

Dr. SEWARD. Yes, sir. It is in my practice, certainly.

The CHAirRMAN. I'm assuming—I think it’s a fair assumption—
that the insurance company forms that you are filling out in your
practice are just the same as somebody that’s practicing in down-
town Washington, D.C. or in New York or anywhere else in the
country. Isn’t that true?

Dr. SEwarp. I would think so, sir, yes.

The CHaiRMAN. Earlier, Doctor Roper said in response to my
question about who is responsible for the development of the very
confusing and complicated paperwork surrounding Medicare
claims; he said carriers. However, insurance companies’ billing
forms are not as complicated as those for Medicare?

Dr. SEwarp. Overall, I think I could probably say that, yes, sir.

The Cuairman. Well, that has to be part of the problem. Gener-
ally speaking, I think, that if the people who are in the practice of
medicine don’t understand what the billing system is, there might
be a tendency to protect one’s self against the system, and to make
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sure that there are plenty of charges in there. That would be un-
ethical, wouldn’t it?

Dr. SEwARD. Yes, it would.

The CHAIRMAN. But would it happen?

Dr. SEwagp. I am sure there are cases out there, Senator, where
this has happened.

The CHairMAN. I'm sure there are, too. I regret that very much.

Dr. SEwarp. I do, too. .

The CuairmaN. I think part of the responsibility for those billing
forms rests right here in Congress. I think that we contribute to
that immeasurably by the piecemeal actions that we are forced to
take in dealing with health care costs. I don't think we're going to
get anywhere unless we just attack it relentlessly, day after day,
week after week, month after month. I agree with you, tor, that
there’s no one answer. But I think we have to be after it, and 1
think we have to be after it jointly, including you who are out
there practicing and the people in IfzJFA and in Congress, because
we're all serving one group. We're just serving your patients, after
all. It’s the older Americans that live in this country; we’re all
trying to help them.

1 want to thank you very much. I hope that the AMA will contin-
ue to be very interested in this subject.

Is there another group within the AMA, besides the Legislative
Council that has been looking at this issue who might testify?

Dr. Sewarp. Yes, Senator. There has been much effort at the
AMA beside just my Council and the Council on Medical Service.
There is even a whole new department that has been set up at the
AMA to study this. I know our Council, with the Council on Medi-
cal Services, has been locking at the total Medicare Program very
intensively over this last 2 years, even with outside consultants
and actuaries, trying to come up with solutions to this.

The CHAIRMAN. Is this a department within the AMA?

Mr. BLenART. There is a separate department that has just been
established to look specifically at the issues of quality, to try to ex-
amine situations.in which the care has been provided, and then, is
that care of a high quality? Also, there are existing departments
that are involved in quality activities, such as the DATTA project
that looks at new procedures and new therapies that are available
and try to come up with terminations as to whether this type of
care is appropriate.

In addition, there is the large publishing activity of the AMA
that routinely publishes important information like the RAND Uti-
lization Study that recently looked at coronary artery bypass graft
surgery and looked at whether the level of care that was provided
was appropriate or inappropriate. There is a massive effort to try
to educate physicians on the care that they do provide.

The CHAIRMAN. When you figure out the key to hold the cost
down let us know, will you?

Dr. SEwWARD. Senator, This is not absolutely unique to Medicare,
either. We need to look at it as part of our total health care be-
cause all health care costs are going up. One of the things that
frightens me now is that there is a change in the practice of medi-
cine. We are sending patients home now with tubes in every orifice
and cannulas in arteries and veins that 15 years ago—if they had
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all those cannulas—I'd have them in intensive care units. The tech-
nology of how we treat people has changed. This will continue to be
so. I think we have to look very closely at the appropriateness. The
problem sometimes is that when you do that in retrospect, it is ex-
ceedingly difficult. Exceedingly difficult.

The CHAIRMAN. You indicated in your testimony that because of
PPS, under Part A of Medicare, the average stay in hospitals had
decreased. Therefore, there might be—an increase in some services
provided under Part B. Have you experienced that?

Dr. SEwarp. Yes, I do.

The CHAIRMAN. Do you think the Prospective Payment System is
a good thing?

Dr. Sewarbp. The answer there is still not completely in on that. I
think in some areas that I have seen, yes, they were. Something
had to be done to help address the rising hospital costs, too. And 1
think that looking at certain hospital services and trying to bundle
those has a certain appropriateness. However, the individual pa-
tient, again, is what I worry about. Any time you run anything by
an average there are going to be individual patients on each side
that may experience a real problem. That is where, as a family
physician, I have problems.

The CHAIRMAN. I think what is bothering older Americans is
how they're going to keep up with increasing care costs. Many
older Americans living on limited, fixed incomes, are concerned
about the increasing cost of hospital care, prescription drugs, and
physicians’ services. Part B is, in many ways, only a small part of
the increasing health care costs across the board.

I thank you very much for your testimony, Doctor. I hope that in
the work that the AMA does you can keep us advised on your rec-
ommendations as you go along. I well realize that you do have
groups within that that are very much concerned about the same
things we're concerned about. I think we do have testimony sub-
mitted by the American Society of Internal Medicine, and we’ll be
making that part of the record.

[Statement of the American Society of Internal Medicine follows:]
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STATEMENT OF THE
AMERICAN SOCIETY OF INTERNAL MEDICINE
TO THE
SENATE SPECIAL COMMITTEE ON AGING
ON THE
MEDICARE PART B PREMIUM FOR 1588
NOVEMBER 2, 1987

Recently, the Reagan Administration reiensed figures that project that the premiums
patients must pay for Medicare Part B coverage {the sup nentai part of Medicare that
covers physicians' services; services of certain aon-physician health care professionals;
medical devices; and clinical laboratory services) will increase on January 1, 1988 to
$24.80 per month, a 38 percent jump over 1386 premiums. The Inerease has been largely
attributed to & 20 percent increase in Medicare expenditures for services covered under
Medicare Part B, aithough—as discussed later—this is but one part of the explanation for
the rise in the premiums.

This announcement has generated understandable concern among beneficiaries,
physicians, government officials and members of Congress. The American Soclety of
internal Medicine {ASIM), which represents those physician speciaiists in adult medieal
care that treat 43 percent of the Medicare population, strongly shares those concerns.
Our members are acutely aware that the premium {ncrease—about $85 per year—will
impose hardship on many of thelr tinsnclally-disadvantaged patients--and in the worst
cases could resuit in some patients dropping thelr Medicare coverage. This is a result
that everyone must {or shouid) be committed to preventing.

But we are AXQS very concerned that some people—including people in influential
positions who should know better—are reacting in an ill-advised, rash and kneejerk
manner, by piaeing ali of the blame on physicians and calling for "tight limits on
physician fees.” That may be the politicaily popular thing to say. But unfortunately, it is
the wrong answer 1o the problem—wrong because it misrepresents the facts, wrong
because it will not work {most physician fees actuslly were frozen and thus couid not
have anything to do with the current cost or premium increases), and wrong because it is
unfeir. And it is wrong because it creates an atmosphere of confrontation and
polarization, rather than an environment where we can ail work together to develop
constructive approaches to the probiems facing Medicare patients.

A good place to begin s by putting aside "finger-pointing” and "blame-placing” and
instead fook at what we know--and of equal significance, don't know--about what's going
on. A look at the facts suggests that g variety of factors have had some role in the
premium increase, including the government's decision to keep premiums ertifically low
in prior years; new laws snacted by Congress that incregsed costs (including expension of
banefits for sarvices of non-physicians); a destradle and intended shift of services out of
expensive hospitals into lass costly physiclan offices; an increass in the over-65
population and, in particular, those over 85 (who generally require more servicas);
continued improvements ir patient care; and greater access to phyyician services becduse
of the growing supply of physicians. It is equally clear, however, that much is still not
imown about how much sach of thesa {and other factors yst to be {dentified) may have
contributed to the premium rise,

On September 1§, Glenn Hackbarth, Deputy Administrator for the Health Care Financing
Administration {(HCFA)--the agency that administers Medicare provided ASIM with the
facts. Here !s what we learned.

FACT: The estimated 1988 Part B premium increase Is almost double the Increase in
Medicare spend! 39 percent compared to 20 p . This means that aithough
incressed program costs In 1987 are—and should be—=a matter of concern, they expiain
only haif of the premium Increase.

PACT: The "prime resson” that the premiuma are rlaing ln 1988 at twice the rate of
government spending for the program, aceoeding to Mr. Hackbarth, is that the
government for the prior two years artificiaily kept premiums below what they shouid
have been to provide adequate revenue for the program. In 1986, premiums 4id act
incresse at ail} in 1987, they should have been sat at $2.88 per month higher than they
are today. By dipping into reserves rather than raising the premiums, the government
has run out of money. Now, the bill has come due—meaning that beneficlaries are being
it all at once for s large premium inerease rather than having smaller increases spread
out over three years, Is It any wonder that the increase is "unprecedented?”




111

FACT: Mecicare spending for the twelve months ending June 38, 1587 apparentiy has
increased by 20 percent over the prior twelve months (July 1, 1385-June 30, 1986), but
the government itseif nows iittie about why this has occurred. But what we do know is
that physician fees—-what physicians are charging their Medicare patients--have virtually
nothing to do with the increase. Here is the best information available at this time,
based on what Mr. Hackbarth himself acknowledges Is a "crude analysis™ of the 20
per:ent increase {apparently, we won't really kriow Tor sure wh;! is going on for another
nine to twelve months.}

2% of the increase is duc to MORY MEDICARE BENEFICIARIES than the
prior twelve months, the result of an aging population. Obviously,
nothing can be done about this part of the cost increases.

+ 2% is due to a new iaw passed by Congress that requires PROMPT
PAYMENT of Medicare claims. Congress passed this law because
patients were waiting as long as six weeks to get reimbursed by the
program—something everyone sgreed was unacceptable. The result is
that Medicare paid more ¢laims in 1985-87 rather than delaying and
paying them In the following yesr 2s they had done in the past. Again,
nothing could be done about this portion of the increase, unless
Congress just ignored the problem of slow payment.

+ 7% of the Increase Is due to Congress' decision to UPDATE MEDICARE
PAYMENTS to patients, physicians, suppliers, isberstories and other
non-physlciun providers (the so—cailed Medicare "allowable charge™—
the first increase in payments in almost four years for maost physiclan

. services since Congress, in 1984, froze payments for most physician
services until 1987 at July 1, 1983 levels,

Subtotal:  11% which represents the amount of the cost increase due to demographic
changes (aging population) and taws Congress {tveif enacted to correct
problems in the Medicare program. (it is unfortunate that some
members of Congress are now biaming physicians for the cost of laws
they themseives enscted).

+ 9% represents MORE SERVICES provided to Medicare patients {the so-
called "utitization,” "volume" or "intensity” increases). This factor—-
which represents less than haif of the overail cost increase—is the only
one that can be directly attributable to physiclans, at least in part,
since they order many (but not all) medical services for their
patients. But "more services” does not necessarily mean "unnecessary
services,” as dlscussed below,

Total 20% total increase, July 1, 1988 through June 36, 1987,

FACT: The 7 percent portion of the increase in Medicare payments {discussed above} {or
Part B covered services has absolusely nothing to do with charges or fees (how much
physicians charge for their services), except for the neglible impact of the minority of
physiclans who agreed to accept Medicare's "approved amount” for ail services
(participating physicians) and thus were exempted by Congress from the fee freeze. The
{ees of ail other physicians were frozen by law from July 1, 1984 through

December 31, 1988, and remain under tight controls that limit most {ee ncreases to one
percent {and in some cases require reductions in fees). It is disingenous, to say the least,
for members of Congress to now call for "tight new limits on fees” when they know that
fees have been subject for most of the past three years to the toughest limits of ali--an
outright freeze—and therefore have nothing to do with the recent premium or cost
increases,

PACT: Comparing cost increases for the twelve months ending June 38, 1387 with the
prior twelve months ending June 30, 1986, is misieading for several important reasons:

° Congress passed several iaws in 1988 that they knew would increase
costs in 1987; including the prompt payment provisions and the updates
in Medicare payments {discussed above). They also added new benefits
for non-physician seevices—physicians' assistants and optometrists—
that have some impact (amount unknown} on the increased costs. The
costs of these new benefits specificaily would be inciuded in the 7
percent increase in Medicare payments and the 9 percent increase in
services. On January 1, 1987, Congress also authorized Medlcare to
pay 100 percent of the allowable for ali 1ab tests, instead of the prior
80 percent for tests if physicians or labs did not aceept assignment for
services—which aiso would contribute ¢ spending increases.,
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[ Almest al} of the congressionaily-mandated increases in Medicare
payments were associated with the twelve months ending June 30,
1987, not during the prior twelve months, In the twelve months ending
Jine 30, 1986, only one increasa in payments for physicians' services
!ook' p}ace_, and that was a 4.1 percent increase In payments to
participating physiclans' {those who agreed to accept Medicare
psymgnts in full) on May 1, 1986—meening that those increased costs
were included oniy in the last two months (May-June, 1986} of that
tweive month pericd. By comparison, the 4.1 percent increase for
pu;icipa!ing physicians was in effect for the entirs twelve months
ending June 30, 1987, and the additional 3.2 percant increase on
January 1, 1987 for all physician services was included in the costs for
fully haif of that iatter twelve month period {January-June, 1387).
:I‘here!ore it is not at all surprising that there were substantiatly
increased costs {rom one year to the other.

FACT: Much of the 9 percent increase in services provided to beneficiaries has been
attributed by the government to Medicare's new way of paying hospitals, which
encourages the treatment of patients in the less expensive physician office setting—
someth)ng everyone agrees is desiratle. Tresting patients in a less expensive (and more
convenient) setting actually saves Medlcare money overail, since it reduces the high
costs of hospitalization. It may aiso save patients money, by providing an alternative to
hospitalization, thereby saving the pati Medicare's $492 hospital deductible (paid
out-of-pocket by the patient before Medicare will pay anything).

FACT: Of the remaining inerease in services to Medicare patients, 0o one knows how
much of this represents Improvements in patient care, services being sought by patients,
gnd services that could appropriately be reduced without hurting patient care. Certainiy
some--and Guite possibly most--ol it represents better service: the availability of new
and better technology and improved access to physician services. The Incre in the
aumbers of physicians, "defensive medicine” resuiting from the medical liability erisis,
and an increase in patients over the age of 85 {who usvaily require more services) may
also be part of the reason more services are being provided, The chailenge for
physicians, the Administration, Congress and others is to {ind ways to cut out "wasteful”
and unnacessary services without eliminating needed services or stifling advancement
and innovation. That chalienge is not one that ¢an be met by a “"quiek fix.”

FACT: If nothing else, ail of the above psroves that new its on Medicare payments end
;

physician fees will not work. Congress tried this and failed: costs continued to increase
during the three years that payments and lees were frozen. The same thing happened
throughout the economy during the wage and price controls of the eacly 1878s. Several
studies suggest, in fact, that price controls actually increase costs, {tis ironic that some
members of Congress still believe fee controls are an easy answer to Medicare's cost

problem.

Summary and Conctusion:

In summary, & few {inal conciusions can be offered about the recently announced
premium and cost increases:

1. We know relatively little about why they occurred.

2. Almost 80 percent of the Part B premium increase appears to be due to
{actors not girectly under physician contrel, such as the premium "eateh up,”
demographics, and laws enacted by Congress.

3. The one factor over which physicians do have considerable influence--the
growth in services to beneficiaries--requires much more thought and
discussion over how best to limit waste without endangering access to
needed services.

ASIM, for its part, is commilted 1o ensuring access to needed services. if unnecessary
care is being provided, we stand willing to assist in identifying ways to eliminate misuse
ang overuse. We also are co ted to other changes 1o make medics] care
effective. That is why we support major refcrms in the physician payment system that
will help reduce costs by shifting Incentives away from high cost technology toward cost-
effective primary care and cognitive services. That [s why we have advocated innovative
approaches 1o Medicare financing thel will relieve the premium burden on beneficiaries,
by putting Medicare on & fiscally sound basis and obtaining revenue from sources other
than the beneliciaries themselves. And that is why we have pledged to work with the
Physician Payment Review Commission to develop constructive approaches to slowing
inappropriate increases in the volume of services,

But we strongly urge Congress, the Administration and others not to engage in "quick
fixes” or "finger-pointing.” The stakes are simply too great %o allow that to happen.

Tksk
G-BD-0917
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The CHaIRMAN. Is the AMA participating in the RAND study?

Dr. Sewarp. Our physicians were involved with that study on
coronary artery disease.

The CHAIRMAN. And it's an ongoing project, is it not?

Mr. BLEHART. Yes, it is. It's still going on. The AMA has nomi-
nated individuals who have been working with the RAND study.

The CHairMaN. Thank you.

Senator Heinz.

Senator Heinz. Thank you, Mr. Chairman.

Doctor Seward, on page 3 of your testimony you cite Doctor
McMenamin’s anallysis. He points out a number of what you—or
he—describe as “plausible factors” for the 14 percent annual in-
crease in physician services. Correct me if I'm wrong but I under-
stand it's been running at that rate for quite some time.

Dr. SEwarp. Yes, sir.

Senator HEiNz. Now, the first factor is the growth and aging of
the Medicare population. What is the annual growth of the Medi-
care population?

Dr. SEwARD. It's about 2 percent per year right now, from what I
understand.

Senator HeiNz. What is the average increase per year in the age
of that population?

Dr. SEwarp. The only thing I can tell you is that the aging of
that population is increasing also. On the demographics, I don’t
know that exact figure, sir.

Senator HEINz. Isn’t it reasonable to try and make an estimate of
the maximum contribution that those two factors could make to
this problem, and then begin to look at what's left?

Dr. SEwARD. Certainly.

Senator Heinz. If we have a 14 percent increase and only 2 per-
cent of it is due to population increase, it’s quite important to know
what the increase in age is. .

I don’t know the answer to that question. I would be quite inter-
esabid in trying to find out what kind of contribution that does
make. '

It seems to me, then, since we either don’t have the information
or what we have seems like a minimal increase, that it’s rather dif-
ficult to maintain that those kinds of factors are the principal caus-
ative factors for increases in physician services. Would you agree
with that?

Dr. SEwarDp. Yes, sir. In fact, in pointing out some of those an-
swers the AMA was very greatly concerned with that. We have
added to our testimony a copy of a letter that we sent to HCFA
that pertains to many of those questions you asked, trying to find
some data to be able to analyze that better in that regard.

One of the things we know besides that 2 percent increase in the
number of beneficiaries is that participation in the program has in-
creased from 67 percent of beneficiaries to 76 percent between 1981
and 1986. The number of beneficiaries and their use of services has
increased considerably too, sir.

Senator HEnz. I'm a little puzzled by some of the citations that
you made from Doctor McMenamin’s report. On the one hand you
say that you've got some problems with it; on the other hand you
cite, in the draft report, the indication that “the increase in inten-



114

sity does not reflect fraudulent or improper changes in billing prac-
tices.” On the issue of unbundling, the report concludes that there
was “no volume response with respect to follow-up visits,” what-
ever that means. Aren’t there other ways to unbundle beside
having follow-up visits?

Dr. SEwarb. Basically, Doctor McMenamin's study looked at two
- things, Senator. One was whether or not there was up-coding, and
second, was there an increase in office visits. Whether or not there
was any unbundling, I don’t think Doctor McMenamin did lock at
that subject in and of itself. We would love to know data on wheth-
er or not there has been extensive unbundling because we are cer-
tainly not in favor of that.

Senator Heinz. I'm glad you clarified that because I think if
someone would read your testimon‘y they would conclude that you
were using his study to say that “everything’s okay with doctors;
we're not going to do anything differently than we've been doing
all along.” Well, that may be true, since the increase has been 14
percent a year.

But let me ask you this. Obviously, everyone—the beneficiary,
the taxpayer, all of us—have a very major concern about these in-
creases. I suspect HCFA or the Congress will do something. How
would you believe physicians would respond if they are faced, as
HCFA proposed, with the choice of either on the one hand staying
with their fee-for-service arrangement with Medicare, but with far
more stringent review and cost controls, or on the other hand join-
ing a PPO that requires that they give up some element of either
economic or professional autonomy?

Dr. SEwarp. That might be a little bit like asking whether you
would rather be shot or hung, and I hope that analogy is not there.

Senator Heinz. That bad?

Dr. SEwarp. No. Clearly, the AMA is in favor of what we call a
pluralistic type of health care services where there can be HMO’s,
PPQO’s, IPA’s, fee-for-service, all of this.

thenator Heinz. Under this scenario HCFA would give you a
choice,

Dr. SEwARD. Yes, sir. I think a lot of this is purely—and rightful-
ly so—budget-driven, dollar-driven. These are appropriate concerns
for Congress and we at AMA are also greatly concerned with those.
If a fee freeze is necessitated again and it is across-the-board and
everything is frozen, the AMA is on record in support of freezing
everything because of budget deficits.

Senator HEiNz. Well, I guess my question is not so much whether

hysicians would like the choice of having one or the other but
ﬁow they will tend to respond as a group. Maybe it’s impossible to
generalize, but thinking of yourself, if HCFA rolled up to your
mailbox and drop a little love note in it that said, “Here's your
choice,” the two I've given you, what would be your instinct?

Dr. SEwarp. I think I would probably go with your first sugges-
tion. You know, some of the areas, at least in my type of——

Senator Heinz. The fee-for-service, but with the intensive utiliza-
tion review?

Dr. SEwarp. Yes.

Senator Heinz. Again, with the Federal Government auditing
you more stringently?
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Dr. SEwarp. They have that prerogative. I can’t deny that, sir.

Senator HEeiNz. For you, that would be your preference between
those Hobson’s choices?

Dr. SEwarp. Yes. It is a Hobson's choice.

Part of the problem is that—and I think Senator Melcher found
it—when you start to direct patients specifically, a prerogative is
taken away from patients on where they want to go. Second, it's
interesting how payment affects how you make decisions as a phy-
sician, and I'm not sure that fee-for-services is the best way. I
would not state that. But, philosophically, a worse decision is to
have an economic decision based on not giving care. I personally
think that possibly that is the worst choice to make on quality of
care issues for patients.

Senator HEINz. Let me return to the subject of defensive medi-
cine or malpractice. If it is true that some physicians use more
tests—or in some sense overtreat their patients—in order to avoid
liability for malpractice, how do you imagine that those physicians
will respond if we give them financial incentives to do just the op-
posite? Will they ignore them and continue to practice defensive
medicine? Will they do something else?

Dr. SEwarp. On the issue of professional liability I think you
were apt in your analogy previously, that it is probably of some
concern to the increase in Medicare Part B, but it certainly is not
the totality by a long way, Senator.,

Whether or not you set up certain guidelines and say, “this is ap-
propriate and you don’t need to do anything else and your malprac-
tice insurance will go down,” and therefore they won’t order those
studies, they might not until their partner or the physician down
the street gets a liability suit and then I guarantee you they will
start ordering those tests again.

Senator HeiNz. Even if their reimbursement is squeezed?

Dr. Sewarb. Certainly. It is a pervasive issue and it needs to be
addressed. It is not the major issue that we are talking about right
now;ﬁut it is an issue that certainly needs some grave concern
over: .

Senator Heinz. Very well. Thank you very much, Doctor.

Dr. Sewarn. Thank you, Senator.

The CrAIRMAN. Thank you, Doctor Seward.

Our next and last witness is Ms. Martha McSteen, a senior con-
sultant for the National Committee to Preserve Social Security and
Medicare.

Ms. McSteen, please proceed.

STATEMENT OF MARTHA McSTEEN, SENIOR CONSULTANT, NA-
TIONAL COMMITTEE TO PRESERVE SOCIAL SECURITY AND
MEDICARE

Ms. McSteen. Thank you, Mr. Chairman.

I would like to present just a few brief comments and then
submit the full testimony for the record.

The CHAIRMAN. That will be fine.

Ms. McSteeN. Mr. Chairman, I am Martha McSteen, formerly a
Regional Representative for the Medicare Program in the begin-
ning days. My long career in Social Security and Medicare culmi-
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nated last year as I concluded a two and three-quarter year term
as the Acting Commissioner of Social Security. But today I am
pleased to appear before you representing some 4.5 million mem-
bers of the National Committee. Most of those people depend upon
Medicare for their primary health insurance protection.

I want to commend the Chairman and this committee for holding
the hearings on the unprecedented increases in the Medicare Part
B premium. Your concern and desire to protect seniors against this
serious threat is appreciated by the aging community. We hope
that you will introduce legislation similar to Claude Pepper’s bill
in the House to keep down the premium increase. We have been
disappointed over what, until now, appears to be Congress’ unwill-
ingness to take action to curb the premium increase.

To limit congressional action to mere inquiries about underlying
reasons for the dramatic 38.5 percent increase is to abandon sen-
iors, telling them to fend for themselves in the face of this new ero-
sion of their health care dollars. Without a doubt, a 38.5 percent
increase in monthly premiums will have a major and adverse
impact on seniors’ out-of-pocket medical outlays.

The current $17.90 monthly premium is already double the pre-
mium paid in 1980. A new monthly premium of $24.80 will mean
almost $83 more a year. Should the catastrophic coverage legisla-
tion become law, seniors could be asked to pay close to $345 in Part
B premiums alone next year, a total of $130 increase in just 1 year.
Indeed, this constitutes a serious threat to the majority of older
Americans, especially when you realize the Social Security cost of
living adjustment will be only 4.2 percent next year.

Mr. Chairman, clearly Congress must attack this burdensome
trend by putting a stop to premium increases. We ask that you not
only roll back the scheduled January increases but also act to be
sure that the law becoming effective in January 1989 to require
premium increases be limited to the percentage of the Social Secu-
rity COLA remain unchanged.

Our members are deeply concerned about the additional cut in
their Social Security checks. One member from Austin, Texas
wrote, “They are taking out so much now from our Social Security
that any more reductions will cause considerable hardship for
people like us with very limited income outside of Social Security.”

Another member took this concern a step further when she
wrote to ask our advice on whether she should drop her Medicare
Part B coverage because the current $17.90 a month premium took
a big bite out of her meager income. Fortunately, she asked before
she cancelled any Medicare premiums.

In spite of its flaws Medicare provides important coverage.

Another member now regrets his decision to drop the Part B in-
surance. He explains that “At the time, our financial position
blinded us to the fact that someday we would regret having made
this decision.”

If the Medicare Part B premium already represents a terrible
burden to these seniors, how many more will simply drop Part B if
the monthly premium reaches $24.80, or close to $30 with cata-
strophic coverage? Such action portends serious disruption to our
national goal of equal access to health care.
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The Part B premium increase is not the only problem which re-
sults in large out-of-focket costs to seniors. The Federal Govern-
ment continues to allow physicians to charge beneficiaries higher
amounts than the 20 percent Medicare allowable charge. Approxi-
mately 70 percent of all physicians charge some or all of their Med-
icare patients in excess of those reimbursable levels. This causes a
hardship for many beneficiaries, even if they have private insur-
ance to supplement Medicare, because few Medigap insurance
plans cover more than the 20 percent co-payment.

Besides holding down the Part B premium increase, Congress
should also mandate assignment. In a recent survey of National
Committee members, an overwhelming two-thirds of the member-
ship ranked as one of their top two priorities requiring doctors to
accept Medicare-approved charges as payment-in-full. And unlike
the Part B increase, mandatory assignment is budget-neutral.

Certainly, the increases in Medicare Part B premiums have not -
come as a complete surprise. Spending on the Part B Medicare pro-
gram has increased at an annual rate of 17 percent over the last 10
years. The major reason for this continuing rise is physician costs.
According to HCFA, 60 percent or so of the 1988 premium jump is
due to increases in physician spending. We must not be misledp by
some of these actions. While the consumer price index grew only
about 20 percent between 1981 and 1986, the median physician
income grew more than 30 percent.

Furthermore, Government figures indicate that between 1980
and 1986, Medicare physicians’ spending increased faster than non-
Medicare physicians’ spending by 60 percent. No wonder the
survey of the National Committee members showed 72 percent of
respondents agreed that the Federal Government should regulate
doctors’ and hospitals’ fees.

Another reason for the large premium increase is the shift from
Part A to Part B services. Nothing short of a revolution in health
care took place when the DRG system was implemented. Hospital
stays are shorter. Fewer and fewer procedures are deemed to re-
quire hospitalization.

The bottom line is that consumers pay the price through Part B.
The premium increase is simply another piece of evidence that
beneficiaries take the brunt of this fallout from the DRG revolu-
tion.

The current fee-for-service concept of medical care begs for abuse
of the Supplemental Medical Insurance irogram by some heaith
care providers. HCFA data shows that both the volume and the av-
erage charge for each service continue to grow. This system must
be changed but changed in a manner which does not endanger
quality of care.

Mr. Chairman, currently seniors pay out-of-pocket health care
costs of about $1,800 per year. They ask what the $83 increase in
the Part B premium will provide. The answer is, nothing addition-
al; and further, since there is no mandated assignment policy, sen-
iors who go to doctors who do not accept assignment will continue
to pay even more out-of-pocket for Part B physicians’ services.
These services are essential to the well-being of seniors who have
made, and will continue to make, significant contributions to this
country.



118

Congress must pass legislation that will protect seniors from the
premium increase scheduled to take effect in less than 60 days.

Thank you, Mr. Chairman, for the opportunity to appear before
this committee.

[The prepared statement of Ms. McSteen follows:]
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Kr. Chairman, I am Martha XcSteen, formerly a Regional
Representative for the Hedicare Program. My long career in
Social Security and Medicare culminated last year as I concluded
a two-and-three-quarter year term as the Acting Commissicner of
the Social Security Administration. Today I am plcased to appear
before you on behalf of the Naticnal Committee's Four and a half.
millicn members, mcst of whom depend on Medicare for their
primary health insurance protection.

I want to commend the Chalrman and the members of the
Committee for holding this hearing on the unprecedented increasss
in Medicare Part B premiums. Your concern and desire tc protect
seniors against this serious threat is appreciated by the aging
community. We hope that you will introduce legislation similar
to Claude Pepper's bill in the House to keep down the premium
increase. We have been disappointed over what, unlil now,
appears to be Congress' unwillingness to take action to curb the
premium in¢rease. To limit Congressional action to mere
inquiries about underlying reasons for the dramatic 38.5 percent
increase is to abandon seniors, telling them to fend for
themselves in the face of this new erosion of their health care

dollars.
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Without a doubt, a 38.5 percent increase in monthly premiums

will have a major and adverse impact on seniors' out-of-pocket
medical ocutlays. The current §17.9¢ monthly premium is already
double the 58.70 they paid as recently as 1580. A new monthly

prezium of $24.80 will mean almost $83 more a year. And should
the catastrophic coverage legislation become law, seniors could

be asked to pay close to $345 in Part B premiums alcne next year

- & total of a $130 increase in just one year. Indeed, this
constitutes a serious threat to the majority of older Americans,
especially when you realize the Social Security cost-of-living
adjustment {COLA) will only be 4.2 percent next year.
Mr. Chairman, clearly, Congress must attack this
burdensome trend by putting a stop to unchecked premium
increases. We ask that you not only roll back the
scheduled January increases, but also act to ensure that
the law, becoming ettective January 1885, to require
prezium increases be limited to the percentage of the
Social Security COLA remain unchanged.

Our members are deeply concerned about the additicnal cutr in
their Social Security check. One member from Ausrin, Texas,
wrote, "They are taking out so much now from cur Social Security
that any more reductions will cause considerable hardship for
pecple like us with very limited income outside of Social
Security.®

Another member took this concern a step further when she
wrote to ask our advice on whether she should drop her Medicare
Part B coverage because the current $17.%0 a month premium took a
big bite out of her meager income. Fortunately she asked us
before taking such drastic ané ill-adviscd action. In spite ot
its flaws, Medicare provides important coverage. Another member
now regrets his decision to drop Part B insurance. He explained
that "At the time ocur financial positicn blinded us to the fact
that some day we would regret having made this decisicn.” If the
Medicare Part B premium alrcady represents & terrible burden to
these seniors. how many more will simply drop Part B if tne
monthly premium reaches $24.80, or close tc $30.00 with
catastrophic coverage? Such action portends serious disruption
to our national gcal of egual access to health care.

And the Part B premium increase is not the only problem
which results in large out-of-pocket costs to senicrs. The
federal government continues tc allow physicians tc escape

assignment and to charge beneficiaries higher amcunts than the 20
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percent of Medicare allowable charges. Approximately 76 percent
of all physicians charge some or all of their Medicare patients
in excess of those reimbursable levels. This causes hardship for
many beneficiaries even if they have private insurance to
supplement Medicare, because fow medigap insurance plans cover
more than the 20 percent copayment.

S0, besides holding down the Part B premium increase,

Congress should also mandate assignment.

In 2 recent survey of National Committee members, an
overvhelming two-thitds of the membership ranked, as one of their
top two priorities, requiring doctors to accept the Medicare
approved charge as payment in tull. And uniike the part B
increase, Congress cannst argue that it is unable to correct the
problem because it will increase the deficit. mandatory
assignment is budget neutral.

Certainly, the increases in Medicare Part B premiums have
not come as a complete surprise. Spending on the Medicare Part B
pProgram has increased at an annual rate of 17 percent over the
last ten years. The major reason for this continuing rise is
physician costs. According to the Health Care Financing
Administration, 60 percent, or $4.05 of the $6.590 jump in the
1988 premium is due to increases in physician spending. Let us
not be misled by the American Medical Association and individual
physicians who complain about reimbursements from Medicare.
Physicians' average overall yearly earnings are approximately
$113,200 in spite of the government-imposed Medicare fee
freeze. wWhile the consumer price index grew only about 20
percent between 1981 and 1386, the median physician income grew
more than 38 percent. Inflation in physician services continues
to rise at a higher rate than the consumer price index.
Furthermore, government figures indicate that between 1380 and
1986 Medicare physician spending increased faster than non-
Medicare physician spending by 60 percent. Ko wonder, the survey
of Naticnal Committee members showed 72 percent of respondents
agreed the federal government should regulate doctors' and
hospital fees.

Anocther reason for the large premium increase (s the shift
from Part A to Part B services. Nothing short of a revolution in
health care took place when the DRG system was implemented in
1983 to contain hospital costs, Hospital stays are shorter.
Fewer and fewver procedures are deemed to require

hospitalization. With the growing demand for cut-patient
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services, new facilities, expanded facilities, and remodeled
facilities have sprung up everywhere. Services previously done
under Medicare Part A are now being done under Part B in out-
patient centers. Every one of these centers strives to be
equipped with current and specialized equipment. The bottom line
is that consumers pay the price. The premium increase is simply
another piece of evidence that beneficiarics take the brunt of
the fall-out from the DRG revclution. What was sold to the
public as a2 measure ot cutting the fat from medical institutions,
in reality is scraping the bones of seniors' income.

The current fee-for-service concept of medical care begs for
abuse of the Supplementary Medical insurance program by some
health care providers. The more times a patient is asked to come
back to see the physician, the more tests and services furnished,
the greater costs are incurred by the Medicare Part B program,
The Healtn Care Financing Administration data substantiates that
both the volume and the average charge for each service continue
to grow. This system must be changed -- but changed in a manner
which does not endanger quality of care,

HMr. Chairman, currently seniors pay out-cf-pocket health
care cocsts of about $1,800 per year. They ask what will the $83
increase in Part B premium provide? The answer is nothingi And
further, since there is no mandated assignment policy, seniors
who go to doctors who do not acceplt assignment will continue to
pay even more out-of-pocket for Part B physician services. These
services are essential to the well-being of senicrs who have made
and will continue to make significant contributions to this
country. Congress must pass legisliation that will protect
scnicrs from the premium increase scheduled to take effect in
less than 60 days.

Thank you, Mr. Chairman, for the opportunity to appear

before this Committee,
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The CHAIRMAN. Martha, your testimony reflects the concern that
this committee has seen in letters we have been receiving since the
announcement was made of the $6.90 monthly increase in the pre-
mium. It is a substantial increase if you are on a limited, fixed
income, for no added coverage of any kind.

When you add—and 1 don’t think people have caught up with it
yet, but they will over the next several months—the costs of cata-
strophic coverage, that’s an additional expense. Catastrophic cover-
age is mandatory if you participate in Part B, so you have an in-
crease that is of some concern for those on fixed incomes.

Catastrophic coverage provides added benefits, so beneficiaries
get something for the additional cost. Unfortunately, that is not
true of the $6.90 increase. It’s very difficult for us in Congress to
Jjustify a $7 per month increase in Part B unless we show that the
Part B program has expanded. People on Social Security and other
Federal retirement programs got a 1.3 percent cost of living adjust-
ment in 1987. I know the 4.2 COLA for 1988 sounds much better,
but it sort of makes up for that 1 percent increase for last year. It
isn’t that older Americans who are receiving Social Security have
gotten much in the way of a COLA over the past few years.

I do believe that we should make some correction in this increase
for Part B. I think it's too much. Whatever we do about that, how-
ever, we do have to look for the revenue to offset it. Some people
have suggested today—and others have suggested for the past
couple of years—that those people who are working for the govern-
ments of States and municipalities and who are not required to
participate in the Medicare Program through payroll deductions,
should have to do that. I believe that would be about 1.5 percent of
their salary. They wouldn’t be required to pay into Social Security.

How does the National Committee feel about that? Surely, when
many of these geople retire, they are probably going to be covered
by Medicare. Shouldn’t they contribute now? Should Congress
make it mandatory?

Ms. McSTEEN. ?es The National Committee has endorsed that
concept, feeling that that is a way that part of the financing for
Part B can easily come from. Andy at the same time it would pro-
vide protection, as you indicate, for the State and local employees
in the future.

I don’t think there's any one real answer to the problem. I do
think that it is important that the entire Medicare Program be
looked at in quite some depth, and certainly this morning you have
heard, as Chair of this committee, many recommendations but no
consensus. And a consensus is needed before we move ghead in this
country with the health care delivery, with the hea’:h care cost
containment concerns, and also equal access to health are.

The CHAIRMAN. Do you think there is consensus on ' mposing the
1.5 percent Medicare tax on the salaries and wages of State and
municipal employees?

Ms. McSTeEN. I'm sure there wouldn’t be consensus throughout.
Maybe the State and local employees would raise some questions
about it. I think the only thing that can be said in that respect is
that the benefits of the Medicare Program, Part A and B both, the
extent of the catastrophic proposal coverage needs to be sent in a
clearer message to the general public because many members of
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the public do not understand the degree of coverage, their rights or
their responsibilities, in my opinion.

The CHAIRMAN. You think we could do a better job in describing
the benefits available for older Americans?

Ms. McSteen. Right.

The CHAikMAN. Well, do you think it's fair to impose that tax?

Ms. McSteeN. Yes, I do.

The CHAIRMAN. All right.

Thank you very much, Martha, for your testimony. We are in-
debted to you.

We will make part of the record the testimony of Jane Sisk of
the Office of Technology Assessment, the statement of the Physi-
cian Payment Review Commission, and also the statement of the
American Society of Internal Medicine.

With that, I want to thank all of you very much. The committee
will stand adjourned.

[Whereupon, at 1:33 p.m., the committee was adjourned, to recon-
vene at the call of the Chair.]
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I. EXECUTIVE SUMMARY

The following report presents an overview of the Medicare
Supplemontal Mcdical Insurance (SML) program, also known as Part B.
This part of the Hedicare program, which covers primarily
physicians' services, and hospital outpatient services, has received
a great deal of attention lately as a result of the unprecedented
38.5 percent increase in the mcnthly premium. This report was
written to provide a compendium of the informatfion currently
avallable on the SMI program, and to provide a framework for the

discussion of possible alteraticns to the present system,
Highlights of the report include:

o Part B enrcllees cut-of-pocket expenses have increased 211
percent since 1§73,
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Twenty-four percent of total Medicare outlays in fiscal year
1986 were for physiclans’ services; this is expected to reach
27 percent of program outlays by fiscal year 1988.

The Health Carc Pinancing Administration reports that 60

[+]

percent of the $6.90 increase in the monthly SMI premium is
diie to growth in reimdursement Lo physicians.

¢ In the years between 1983 and 1986, physiclan expenditures
under Medicare Increased at an annual rate of 9.1 percent,

compared to 7.2 percent for all physicians.

Physician payment reform options, as detalled by the Office of

Q

Technology Assessment, the Physician Payment Review
Commission, and others include modifylng the current system,
the develcpment of & fee schedule, "dundling® or'aervxcea, and
capitation,

11. BENEFICIARY COST-SHARING AND THE SUPPLEMENTAL
MRDICAL INSURANCE (SMI) PROGRAM

Since 1973, aged SMI beneficieries’ 1iability fer cut-of-pockes
payments has increased by 211 percent, from $134 per enrollee in
1973 to $417 per enrollee in 1985. Between those years, the
proportion of enrollees’ cut-of-pocket liability that was due to SMI
premium payments declined from 52 to 45 percent. However, in thet
same time perlod, the proportion of thelr out-of-pocket liability
due to SMI coinsurance payments almost doubled, from 21 to 41
percent. OF the total ocut-of-pocket expenditures by persons age 65
and over in 158% {31,059}, 21.4 percent, or $227, was for
physicians'® services.

According to e March, 1988, report from the Harvard Medicare
Project, the total amount that beneficlaries pay in copayments has
increased SC percent laster than older American's incomes in the

pasat dec&de.1 The report estimates that a beneficiary requiring
hospitalization today will {neur an average copayment liabiiity of
$1,000 for that care. For the clderly living at or below the
poverty line {approximately i2 to 15 percent of the elderily
population} thia is one-fifth of thelr annual income for a single
episocde of tllneas, Purther, these extensive copayment requirements
make it difficult for the eiderly to plan for thelr health care
expenses. Because beneficiary copayments are based on coat of
services that have been utilized, out-of-pocket expenses are as
difficult to anticipate as the illness itself.

The Medicare Part A& (Hoapital Insurance) deductible nas
increased by 155 percent since 1981, from $204 to $520 in 1987; this
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increase 1s more than five times the general inflation rate during
this pericd. The Part B premium was $9.60 in 1980; in 1988, the
premium will be $24.90, en increase of nearly 160 percent.
According to the Prospective Payment Commission's (ProPAC) April,
1987 rcport to the Secretary of the Department of Health and Human
Services, "cost-sharing borne by Medicare beneficiaries has
inadvertently increased as a result of PPS [the Prospective Payment

Syﬂtﬂm].'z The cost savings realized from PPS have been shared
with hospitals and the Medlcare program, but not with beneficiaries,
ProPAC reports that PPS incentives to shift services Ifrom the
inpatient setting to embulatory settings and to discharge patients

after shorter hospital stays may also affect beneficiary out-of-~

pocket spending.3 Medicare coversge varies by place and by type

of treatment, so coinsurance liability can change depending on where
the service 13 provided. PFor example, 1L a surgery 1a performed in
an outpatient setting as opposed to an inpatient hospital setting,
beneficlary cost-sharing liability would usually be less. However,
i{ a beneticiary is treated as an inpatient but {s then discharged
earlier for additional treatment on an outpaticnt basis, the
beneficiary must then pay for the coinsurance of the outpatient
facility {under Part B} as well as the inpatient hospital deductidle
{under Part A). Purther, there may be some services that would be
covered in an inpatient settingz but not in an cutpatient one.

A beneficlary who has surgery in an outpatient hospital
department 138 responsible for 20 percent of the facility's charges.
Charges for the surgery would have to be at least $2,500 for a
beneficiary to incur more than $520 (the inpatient hospital
deductible) In coinsurance. In PY 1987, the national average
facility charge for cataract surgery In a hosplital outpatient
department is $1,575; beneficiary liability for those charges would
be $315. However, if outpatient coinsurance must be paid in
addition toc the inpatient deductible, which would occur if a
beneficiary iz released earlier from the hospital to recelve
additional treatment in an outpatient setting, his financial
liability increases. ProPAC 1a currently working with the
Congressiocnal Budget Qffice tc develop a data base for studying
beneficiary cost-sharing changes end increased liability because of
site-of-care substitution.

In 1984, between 64 and 75 percent of the noninstitutionalized
eiderly (16 to 19 miliion pecple) hed scme type of supplemental
insurance coverage. Although benefits vary, individual or group
Medigap insurance was the most common type of coverage. Medicare
beneficiaries who are younger, have higher incomes, live with their
épouses or who are employed ure more likely to have group insurance.
A 1982 survey conducted by HCPA and SRI International found that
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those who need supplemental coverage the most because they cannot
cover the costs of major 1llneases are the least likely to have it.

III. THE KEDICARE SMI PROGRAN

Part B of the Kedicare program {or Supplemental Kedieal
Insurance) covers physiclans' services, outpatient hospital
services, physical therapy, dlagnostic and X-ray services, and
durable medical equipment and certain other services. SMI is a
voluntary, non-means-tested program, and anyone eligible for Part A
Hoapital Insurance and anyone over §5 can obtain Part B coverage by
paying e monthly premium ($17.90 in 1987).

in 19885, about 27 million elderiy and 3 million disabled persons
were entitled to Part A benefits. Nearly all of the aged and about
92 percent of the disabled opted for Part B coverage. Between 1381
and 1985, growth in the Medicare enrollment rate for the aged
averaged just over 2 percent annually. Thils rate 1s expected to
decline slightly and then accelerate as the baby-boom generation
begina to reach age 65 in sbout 2019.

Pederal Qutlays. Total Medicare ocutlays in PY 1986 were $75.9
billion; of this amount, $49.7 billion were Part A outlays and $26.2
billion were Part B outlaya. This represented about 8 percent of
the entire federal budget and almest 2 percent of GNP, Of Part B
outlays in PY 1986, reimbursement for phyaicians® mervices
represented 75 percent of Medicare Part B outlays ($18.8 billion, or
24 percent of total Medicare expenditures). The Administration
estizates that, in the absence of legislation, payments for
physicians’ services will total $23.8 billlon in PY 1988, which will
be 27 percent of total Medicare cutlays. Medicare payments
represented 18 percent of all physicilans' incomes in 1982. This
number, however, varies by speciaity. Thoracic surgeons reported 35
percent and internists 29 percent of gross earnings from Med!care
compared wilth 15 percent for family practitioncrs.

Pinancing and Beneficiery Cost-Sharing. The SMI program is financed

by & combination of beneficlary premiums, general revenues and SMI
trust fund interest. Beneficiaries must pay & monthly premium of
$17.90 in 1987, or $21i.80 per year, up from $35 per year in 1956,
Before SHMI benefits begin, beneficiaries must meetl an annual
deductible of $75 paid againat charges allowed by Medlcare. Once
the deductible is met, the beneficiary 1s liable for 20 percent of
Medicare allowable charges for covered physicifan services. There 18
presently no upper 1limit or cap for coinsurance liability. In other
words, If a beneficlary incurs physiclan expenses of $5,000, he/she
is liable for a2t least & $1000 copayment; that figure could be much
higher if some of the charges are not "allowved" by Medicare.
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Until 1972, premiums for SMI were to cover half of program costs
and general revenues the rest. As cutlays increased during the
early yearas of the program, Congress limited increases in
beneficlary premiums to the percentage of cost-of-living Increase in
Sccial Security cash benefits. This changed in 1984, and for the
five-year period beginning January 1, 1984, enroliee premiums must
equal 25 percent of the estimated costs of coverage for the aged.
Because contributions from general revenues must make up the
difference between premium income and program costs, the solvency of
the 3MI trust fund is not directly endangered by rising outlays.
Instead, the burden falls on general revenues, contributing to the
budget deflcit.

The Part B program is financed on an accrual! basis with &
contingency margin; in other words, it is a "pay as you go" program,
and 15 {inanced through premiums pald by current beneficiaries.

The Part B trust fund should always be somewhat greater than the
c¢luims that have been incurred by enrclliees but not yet paid by the
progras. The extra funds are called a “contingency reserve"; the
amount varics, but is generally egual to approximately one to two
months of funding to cover any error in forecasted expenditures. It
18 up to HCFA to determine how much of a contingency reserve is
desirable; it {8 not determined by any regulations or statutes.

IV. THE MEDICARE SMI MONTHLY PREMIUM INCREASE

The Health Care Pinancing Adminiatration published in the
Federal Register notice of the 1988 monthly Medicare Part B premium
rates, which will be increased from $17.90 to $24.80. According to
HCPA, this $56.90 increase {(38.5 percent} is the result of several

{actors:

* Contingency reserve spend-down in 1387 $1.43 20.7%
* Contingency reserve bufld-up in 1588 $0.07 1.0%
# 1987 expenditures exceeding projections $2.40 3u.8%
¥ Projected expenditure increese, 1987-88 $3.00 43.5%

$6.30 160.0%

For the past few years, the computation of the monthly Part B
premium has taken Into account a surplus in the trust fund. As a
result, the monthly premium has been artificially low because it was
agjusted downward to reflcet the surplus. Por example, the 1987
premium would have been $19.30 rather than $17.90 if projected
expenditures had not dbeen partially funded by drawing down the
contingency reserve. Por calendar year 1988, however, that surplus
no longer exists, and $1.43 of the $6.90 increase reflects that.

Additionally, HCPA's projections for 1987 were inaccurate, and
incurred expenditures for 1687 are 12.1 percent higher than
projected. This 12.1 percent discrepancy accounts for $2.40 of the
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increase. Of this amount, increascs in reimbursement to physiclians
account for more than $0 percent of the increase. Pinally, HCPA's
actuarial estimates show Part B expenditures increasing 13.9 percent
in 1588, This growth accounts for $3.00 of the 36.90 premium
increase; 63 percent of this increase i3 the result of projected
increases in physician expenditures. HCPA, then, states that alzmost
60 percent of the premium incrcase {$4.05 of the $6.90) ia due to
growth In physician expenditures.

V. _PHYSICIANS AND THE SMI PROGRAM

Utilization of physiclan services incresses with age. Approxi-
mately four out of five elderly had at leaast one contact with a
physician in 1983, and more than 16 percent of total physician
visits during 1983 were made by persons 65 yeers of age and older.
On the average, elderly persons are more likely than younger ones to
make frequent visits to a physician. This age group also visits a
physician six times for every five times by the general population.
The higher usc of physiclan services by the elderly f{a mesociated
with their probability of being in poor health. The majority of
those who had not seen a physician in 1980 considered themselves in
good health. ince the enactwent of Medicare, the average number of
physician contacts and the percentage of persons 65 and older
reporting that they had seen & physician in the last year has
increased significantly, particularly for persons with low incomes.

Medicape Physician Reimbursement. The predominant method of payment

for phyaiclan services under Medicare is fee-for-service. Payment
retes to physicians have heen determined through a method referred
to =28 customary, prevailing and reasonable {CPR}, Under CPR,
payment for each service is limited to the lowest of:

# the actual charge for the service;

* the physiclan's customary charge for the service;

* the prevailing charge for the service for similar services in
that community set at the 75th percentilc of customary
charges of all physicians tn that community. (The
prevalling charge 1s adjusted by the Medicare Economic
Index.)

Typlcally, carriers (private insurers who have been awarded
contracts to adzinister the Part B program} do not approve the full
amount a physician charges for a service provided to a Medicare
patient, TIn the first gquarter of 1985, the average reduction due to
the CPR process was 26.2 percent. For example, if a physician
submitted 2 bill for $100, approved charges would average $73.80 (80
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percent, or $59.04, would be pald by the carrier). At the end of
calendar year 1984, only 18.3 percent of all claims were submitted
at or below CPR limits,

Medicare payments are made elther directly to the doctor or to
the beneflclary, depending on whether or not the physician has
eccepted gssignment of the claim. Por assigned claims, the
beneficlary assigns {or tranafers) his/nher rights to payment from
Medlicare to the physician. In return, the physiclan agrees to
accept Medicare's "approved” or "reasonable” charge determination as
payment in full for covered services. The physician bills the
program directly and is paid an amount equal to 80 percent of
Medicare's reasonable or approved charge. The patient is ltable for
the 20 percent coinaurance. The physiclan may not charge the
beneficlary {(nor can he/she collect from ancther perty such as &
private insurer) more than the applicable deductible and colnsurance
amounts if he/she agrees to accept assignment. The bheneficlary is
then protected sgeinst having to pay any difference between
Medicare's approved charge and the physiclan's actual charge. In
1983, S6 percent of claims were pald on an assignment hasia; this
figure increascd to €9 pecrcent in 1986,

A physician who voluntarily enters intc en agreement with HCFA
to accept assignment for all services provided to all Medicare
patients for a specified perlod, usually 12 months, is a
"participating physician.”™ However, a non-participating physiclan
may accept or refuse requests for assignment on & bill-by-bill
basls, from different patients at different times, or from the same
patient at different times. However, he/she s not permitted to
"fragment®™ bills for the purpose of circumventing the reascnsble
charge limitation, He/she muat either accept assighment op bill
the patient for all of the services performed on a single occaslon.

Vi. PROBLEMS WiTH THE CURRENT PHYSICIAN PAYMENT SYSTEM

Even with the CPR limits, approved charges per aged Medicare
enrollee increased by 591 percent between PY 1968 and FY 1983. 1In
PY 1984, Medicare carriers processed 229 million Part B claims, or
approximately 7 claims per enrollee. Total claims volume has grown
at an average annual rate of 12.6 percent since 1968. Annual growth

in claims per enrollee has averaged 9.4 percen:.a Prom 1976 to
1982, expenditures for physicien services for the clderly have
increased 18 percent per year -- 2 percent from enrcliment
increases, 10 percent from price increases, and 6 percent in the

number of services per enrcllee.s

Mcst of the expenditures for physiclan services are faor those
provided in the hospital (61.9 percent in 1983). With feow
exceptions, most specialties have higher total billings for services
provided in the hosplital than 1in an office; internal medicine was



133

the specialty that received the highest proportion ol Medlcare
phyasiclan expenditures (20.5 percent of approved charges in 1981).
There 1s substantlal geographic variation in aspects of Medicare
payment, including assignment rates, annual expendlitures per
beneficiary, and relative values paid for certein services. Thore
is little agreement as to how much of this variation cen be
attributed to cxpected differences in serving over 30 million
enrollees in thousends of different markets, and problems regarding

access, guality and er.’iciency.6

Assignment rates vary across the U.S. from a low of 17 percent
in South Dakota to 87 percent in Rhode Island. In Montana, the
assignment rate is 48 percent, Among Medicare's 250 charge areas,
three~ and four-fold dgifferences in charges for particular pro-
cedures are common. Even within one state, charges vary widely from
area to area. In Texas, a large state with a number of charge
areas, the highest prevailing charge for a general practitioner’'s
follow-up hespital visit in 1984 was approximately 2.5 times greater

than the }owcaz.7

Payment rates for physician services tend to be higher in
metropolitan than in rural areas, but these differences are not
always uniform. In New York and Illinois, for example, charges in
metropolitan areas exceeded those in non-metropolitan arcas by at
least 28 percent. However, in Rhode Ialand and Connecticut,
prevalling charges in non-metropolitan counties exceeded those in
metrcpolitan areas.

There i{s more than a twofold variation by carrier jurisdiction
{in 1984, there were 58 Jurisdictions administered by 40 carriers)
in Medicare expenditures per enrollee for physician and other
medical services. This varlation depends on the proportion of
beneficlaries who exceed the Hedicare deductible and are then
eligible for relmbursement. That number depends on variations in

health, volume of services, physicians' charges, and the Medicare

carriers determinatifon of approved charges.s

There appears to Be significant differences in the relative
approved charges for "procedural®™ services, which utilize medical
devices and equipment, and "non-procedural” services, such as office

visgits, which do not.9 Por example, a physicien can generate more
income by providing laboratory tests or interpreting an EXG than
he/she can giving advice on proper nutrition.

The establishment and maintenence of high payment rates for
"high tech” services has likely contriduted Lo these payment
differcentiala. Many technologles are priced high when they are new
because they require the use of special skills. However, after the
provision of these services becomes commonplace, prices cften are
not reduced to reflect that.
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Pederal cost-containment efforts directed at controlling
physician costs under Medicare have been in the form of fee freeses.
Beginning in 1984, Congress implemented a 15-month freeze on
physician fees. The freeze was extended several times, and was
finally 1ifted for participating physiclans on May 1, 1986 and for
non-participating physicians on January 1, 1987. During the period
from i$83 to 1§86, physiclan expenditures in Medicare increased
(adjusted for inflation) at an average annual rate of 9.1 percent,
which 18 higher than the annual average for all physician

expenditures of 7.2 percent.lo This suggests that physicians may

be increasing the volume of procedures and visits provided to to
Medicare patients to make up for lost revenues. During 1986,
expenditures for physiclan services In the Medlcare program
increased at exactly the same rate {11.1 percent) as overall
physician expenditures, ten times fester then the overall inflation
rate.

VII. PHYSICIAN PAYMENT REFORM OPTIONS

For the past saeveral years, there has been a great deal of
discusslon and examination of possidble physician payment reform
options. There is little consensus on the beat way to achieve this,
however, there are four atrategies that have received the most
attent{on. The Office of Technology Asseasment (OTA) releaseq a
study 1in March, 1986, ontitled "Payment for Physician Services:
Strategies for Medicare.®™ This study, requested by mseveral
Congressional committees, outlines these four physliclan payment
reform strategles:

1. Modify current fee-Tor-service aystem, limiting payments
madc to physiclans, and adjusting the relative payment
levels resulting from geographic differences, specialties,
ete.

2. Payment based on a fee schedule, which would be developed
uaing a "relative value scale” {(RVS). A RVS gives each
gervice & weight, which would be multiplied by a "conversion
factor” stated in doliars. This approach would help the
federal government to assess the value of services relative

to one another.

3. Payment for packages of services, which is a DRG-type
approach. Medicare would pey & pre-determined amount for &
"pundle” of physician seprvices depending on the diagnosls.
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4, Capitation payment, in which Medicare would contract with
individual providers, hospltals, health zmaintenance
organizations, etc., to provide all-services tc Medicsre
beneficiaries for a fized amount per year.

Purther, OTA outlines a series of recommended options that
address problems that are likely to continue under all the above
strategies except capitation. These options include mandatory
assignment, the gdoption of volume controls, and the reducticon of
fee differentials. One of their recommendations, the formation of a
physician payment commission, waas adopted by Congress. The
Physician Payment Review Commission was established to provide
sdvice on & number of reimbursement issues, including the
development of & relative value scale. PPRC released its first
report to Congress In March, 1987, which made a number of policy
recommendations, including the development of a fee schedule.

Obviously, each of these options has its own strengths and
weaknesses, opponents and proponents. The devclopment of a relative
value scale, for example, would reflect individuai time, skill, and
the overhead costs each service cequirea, Ideally, a RVS would he
economically neutral in terms of what services are performed, and in
which setting, as well as the geographic region where the physician
practices. However, it may not have a large impact on overall
expenditures without adequate and slmultaneous controls on intenaity
and volume.

Physician DRGs would give physicians, as hospital DRGs have
given hospitals, the incentive to practice more efficlently since
he/she would be at risk of costs in exceas of the DRG. ¢ would
alsc address the problem of "unbundling® of services. Criticliams of
this approach include concern that patient care may be jeopardized
if physiciana and hospltals both feel pressure to perform
mefficlently.” It is alsc possible that physician DRGs would not
really lower overall expenditures because, for example, some
services could de referred to outpatient settings and billed
separately, or more complex tascs could be broken up into two DRGs.

Capitation, eslreedy in place in the form of Medicare health
maintenance organizations {HMOs} and competitive medical plans
{CMPs}, Is an option the Administration would like toc see done on &
geographic basis. Geographic capitation wouid require Medicare to
contract with an entity, such as a carrier, which would serve as the
insurer for a apecific geographic area. In essence, Mcdicarc would
purchase a package of services {physician services, all Part B
services, ete.} for a certain price per person.

To ensure beneficlary access to care, the entity could be
required to contract with a certain number or percentage of
providers in a geographic area before the plan could be fully
impiemented. Purther, certain financial incentives might be in

10
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place (such as recduced cost-sharing) to encourage beneficiary
participation. If participation were mandatory for all
beneliclariea, the capltatlon amount would be falrly easy to
calculate. However, there has been very little experience with
geographic capitation, and it is therefore impossible to predict its
impact on beneficiaries, particularly regarding its effect on
beneficiary autonomy, and acceass to guality care.

VIII. BEALTH EXPENDITURES IN THE UNITED STATES

In 1986, Americans spent $458 billion on health care, or 10.9
percent of ONP, compared to 10.6 percent of GNP in 1985 and 9.1
percent in 1980, Health care expenditures increased §.% percent
from 1985 to 1986, which was alightly lower than the rate of
increase in most recent years. However, after adjusting this amount
for overall inflation and population growth, expenditures increased
6.3 percent during 1986, a rate much faster than in the years
between 1680 and 1685. This repreasents real growth in hecalth
spending, which translates Into an incrcase in service intensity.
Service intensity i{s the area of greatest concern as it means that
more technology, personnel and services are being used per

capi:a.xl

Americans already spend more for health care than almost any
other developed nation. Data colleated by HCPA on 12 nations,
{ncluding Great Britain, France, Sweden and Canada, show that the
United States pays the largest percentage of {ie gross domestic
product {a measure similar to GNP} for health care; compared to our
10,9 percent, Great Britain pays 6§ percent and Norway pays 6.9
percent.

Nationel heslth expenditures have increased over the past [ifty
years i{n aggregate terms, on & per caplta basls, and as & percent of
the 8NP, During the 1970's, national health expenditures grew at an
average annual ratc of 12.6 percent; in 1380 and 1981, it grew by
over 15 percent each year. Growth in health care expenditures over
the years has generally outpaced growth In the general econonmy. The
same is true relative to pricc inflation -- slithough the Consumer
Price Index (CPI) rose only 1.9 percent in 1986, the medical care
CPI rose 7.5 percent. wWnhile HCPA suggests that medical care
inflation can be compared more realistically to inflaticn in the
service sector, where prices rose 5 percent in 1986, it 1s atill a
gignificant difference,

In the years 1980-1986, apending on the individual components of
the health care market incrcascd at widely varying rates. For
examplc, spending for biomedical research grew at an annual rate of
7.5 percent, compared to 10.2 and 11.9 for hospital and physicians’
seprvices, Despite these varying ratcs of growth, patterns of
expenditures and sourceas of funds remained fairiy constant through

11
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the 1980s. Almost 40 percent of health care spending is for

hospital secrvices, and 20 1s for physicians' scrv1¢ea.12

Excluding spending for health by the Department of Defense and
the Veterans Administration, more than 10 percent. of the federal
budget is spent on health ($99.%4 billlom in PY8S). In comparison,
{in PYES, federal spending on this portion of the federal health
budget was $1.7 billfon, or 1.4 percent of the federal budget. More
than $0 percent of the federal health budget is spant on the
Medlicare and Medicald programs. Below is a chart {llustrating the
sources of national health spending for all age groups in 1965 and
1985:

SQURCE 196 1985
Puhlte 262 51%
Pederal (13%) (29%}
State & Local (12%) {12%)
Private 728 593%
Patients (4a%) (25%)
Insurance {28%) (312}
Other { 63) (G} 3]
Total 1003 100%

HCPA estimates that health apending for those 65 and older
averaged $4,200 per person in }984, compared with $1,721 per person
for all age groups that year., Although persons 65 years of age and
older represent only 12 percent of the total U.S. population, they
account for 31 percent of national expenditures for health carc.
Medicare paid 45 percent of those expenses incurred by the elderly;
Medicaid programs, 13 percent; other public programs, 6 percent.

The elderly and their families were directly responsible for an
eatimated 25 percent of the total health care bill., Privete, third-
party insurers paid the remaining 11 percent.

There is considerable variation in the source of payment
depending on the type of service. Public programs paid 89 percent
of hospival charges for the elderly in 198h; private funds pald 1l
percent. However, private funds pald for 40 percent of expenditures

for physiclan aervlces.l3 While the totel share of Medicare
program costs paid by beneficiaries has remained fairly constant
over the past 20 years, the portion pald through copayzents has
increased and the portion paid through premiums has decreased.
Today, copayments sccount for about two-thirds of the costs paid by
the elderly,

While the elderly, as a group, consume a disproporticnate share
of the health dollar, most older persons do not have exorbitantly
high medical costs., A large portion of expenditures for health care

12
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among older persons 1s assoclated with persons who are In thelr last
year of 1ife. In a recent study, relmdurscment and use of services
by Medicare enrollees who died in 1978 were compered with those who
survived the year. The average reimbursement for those who died was

A
$4,909, which was four times the amount es for those who 1Lved.x*
IX. CONCLUSION
Medicare SMT program expenditures -- along with benefleciary out-

of-pocket 1liability -- will undoubtedly continuc to grow at the
present rate unless measuresg are taken to control program
expenditures. Increases in health care expenditures across the
board iIn the United States demonstrate that the SMI premium
increase, while possibly more dramatic than those found elsewhere in
the market, is not an isclated occurrence. This is a matter of
particular concern as the catastrophic legislation, which was
recently passed by both houses of Congress, 13 expected to incrcasc
the monthly Part B premium by approximetely $i4.00 (effective date is
unknown at this time)., While this represents an expansion of
benefits to Part B enrcllees, it !s nonetheless a premium Iincrease,
and must be taken into censideration when examining the impact of
Part B on enrglliees out-of-pocket costs.

Regardlesa of the form that changes in the current Part B
program take, 1t Is Important that beneficlary concerns be given
priority. 1In addition tc limiting bteneficiary liability for Part B
services, beneficiary access to care muat be protected, and
safeguards assuring gquallty of care need also be In place. While
most would agree that beneficlaries should shoulder their ghare cof
the burden for any changes that may be made to the system, it isx
equally important that policy-makers be aware of the posalbllity of
unfairly burdening the elderly.

13



139

1} Harvard Medicare Project, Medicare: Coming of Age. A Proposal

for Reform, {(Boston: Harvard College, John F. Kennedy School of
Government, 1986}, p. 8.

2 Prospective Payment Assessment Commission, Report and
Recommendations to the Secretary, U.S. Department fo Health and

Human Services; April 1, 1587, {(Rashington, D.C.: Prospective

Payment Assessment Commission, 1987) p. 48.

3 Prospective Payment Assessment Commission, Medicare Prospective

Payment and the American Health Care System. Report to Ccngrcas,

{Washington, D.C.: Prospective Payment Assessment Commission,
19873, p. 73.

4 U.S. Congress, Qffice of Technology Assessment, Payment for
Physician Services: Strategies for Hedicare, OTA-H-2§4,
(Washington, D.C.: GPO, 1986}, p, &1,

S Lynn Etheredge and David Juba, "Medicare Paymente for
Physicians' Services,” Health Affalrs, Winter, 1984, p. 132,

6 Office of Technology Assesszent, p. 6.
7 Office of Technology Assesament, p. 6-7.
8 Ooffice of Technology Assessment, p. 6.

§ Office of Technolgy Assessment, p. 7.

10 Gerard F. Anderson and Jane E. Erickason, "National Medical Care
Spending,® Health Affatrs, Pall, 1987, p. 101.

11 Ancderson and Erickson, p. 98,

12 Anderson and Erickson, p. 98-99.

13 National Center for Health Statistics, R.J., Havliik, B.M. Liu,
M.G, Kovar, et.al,, Health Statistlcs on Older Persons, United

States, 1986. Vital and Health Statistics, Sertes 3, No. 25,
{Washington, D.C.: @GP0, 1987) p. 76.

14 J. Lubitz and R. Prihoda, "The Use and Costs of Mcdicare
Services in the Last Twoc Years of Life,” Heelth Care Financing

Review, Spring, 1984, p. 72.

14



140

ITEM 2
MEMORANDOUX

AQING COXMITTEE MEMBERS November 2, 1987
AGING COMMITTEE STAPP

BACXGROUND ON SENATE AGING COMXITTEE HEARING ON THE MEDICARE
PART B PREMIUM INCREASE

533

On September 30, the Health Care Financing Administration
published in the Federal Register notice of the 1988 Medicare Part
B premium rate of 324.80 per month. This 38.5 percent increase,
up from $17.90 &n 1987 and 1986, is the largest in the history of
the prograz. The hearing is being held to determine the reasons
for the increase and its effect on beneficiaries. Purther, it
will explore ways to control Part B costs and prevent increases of
this type from occurring again,

BACEKGROUND

According to HCPA, this 36.90 increase {s the result of
several factors:

# Contingency reserve spend-down in 1987 $1.43 20.7%

* Contingency reserve build-up in 1988 80,07 1.0%

¢ 1987 expenditures exceeding projections $2.50 34.8%

® Projected expenditure increase, 1687-88 $3.00 43,.5%
. 100,

The Part B program is financed on an accrual basis with e
contingency margin; in other words, it i{s & "pay as you go®
progran, and is financed through premiums paid by current
beneflciarlies., The Part B trust fund should always be somewhat
greater than the claims that have been incurred by enrollees but
not yet paid by the program. The extra funds are called a
"eontingency reserve,” which is an amount equal to approximately
one to two months of funding to cover any error in forecested
expenditures., It 31s up to HCPA to determine how much of &
contingency reserve 18 desirable; it is not determlned by any
regulationsa or statutes,

For the past few years, the computation of the monthly Part
B premium has taken into account e surplus in the trust fund., As
a recsult, the conthly premium has been artificially low because it
was adjusted downward to reflect the surplus. For example, the
1987 premium would have been $19.30 rather than $17.90 if
projected expenditures had not been partially funded by drawing
down the contingency reserve, Por calendar year 1988, however,
that surplus no longer exists, and $1.43 of the $6.90 increase
reflects that.

Additionally, the projections for 1987 were inaccurate, and
incurred expenditures for 1987 are 12.1 percent higher than
projected. This 12.1 percent discrepancy accounts for $2.30 of
the increase; of that amount, increases in physician expenditurcs
account for more than 90 percent, Pinally, HCPA's actuarial
estimatca show Part B expenditures increasing 13.9 percent in
1588. This growth accounts for $3.00 of the $6,90 premium
inerease; 63 percent of this increase is the result of increases
in physician expenditures. HCPA, then, states that almost 60
percent of the premium increase {$4.05 of the 36.90) 1s due to
growth in physician expenditures.

GRNERAL INFORRATICN ON PART B

Part B of the Medicare program {or Supplemental Medical
Insurance) covers physicians' services, outpatient hospital
services, physical therapy, diagnostic and X-ray services, and
durable medicsl equipment and certain other services. SMI 15 a
voluntary, non-means-tested program, and anyone elligidble for Part
A Hospital Insurance and anyone over 65 can cobtain Part B coverage
by paying a monthly premium, which 1s $17.90 in 1987.
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In 1985, about 27 militon elderly and 3 million disabled
persons were entitled to Part A benefits., Nearly all of the aged
and adout 92 percent of the disabdled opted for Part B coverage.
Between 1981 and 1985, growth in the Medicare enrollment rate for
the aged averaged Just over 2 percent annually. This rate is
cxpected to decline slightly and then accelerate as the dady-boom
generation begins to reach age 65 about 2010.

Pederal Outlays. Total Medicare cutlays in PY 1986 were $75.9
51TITon; of tEIa amount, $29.7 billion were Part & ocutlays and
$26.2 billion were Part B outlays. This represented about 8
percent of the entire federal budget and almost 2 percent of GNP,
Of Part B outlays, 72 percent (75 percent of Part B expenditures
for services) represented payment for physician services ($18.8
billion). The Administration estimates that, in the absence of
legislation, payments for physicians' services will total $23.8
billion in PY 1988, which will be 27 percent of total Medicare
outlays. Mcdicare payments represented 18 percent of all
physiclans' incomes in 1982 (CRS data).

Pinancing and Beneficiary Cost-Sharing. The SMI program is
FInanced by a comblnation of benel'lclery premiums, general
revenues and SMI trust fund interest, Bencficlaries must pay a
onthly premium of $17.90 in 1987, or $214.80 per year, up from
$36 per year in 1966. Before SMI benefits begin, beneficlaries
oust meet an annual deductible of $75 paid against charges allowed

. by Medicare. Once the deductibvle 1s met, the beneficiary is

: 11able for 20 percent of Medicare allowable charges for covered
physician services. There is _no upper 1limit or cap for
colnsurance 11ability. In other words, if & bencficiary incurs
phyelclan expenses of $3,000, he/she would be liable for at least
e $600 copayment; that figure could be much higher 1f asome of the
charges are not ®"allowed™ by Medicare.

Unt1l 1972, premiums for SMI were to cover half of program
costs and general revenues the rest. As outlays increased during
the early years of the program, Congress limited increases in
beneficiary premjums to the percentage of cost-of-1iving increase
in Social Sccurity cash benefits. FPFor the five-year period
beginning January 1, 1984, enrollee premiums must equal 25 percent
of the estimated costs of coverage for the aged, Because
coniributions from general revenues must meke up the ¢ifference
between premium income and program costs, the solvency of the SMI
trust fund &8s not directly endangered by rising outlays. Instead,
the burden falls on general revenues,
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SEEEETUEEET Hnited States Senate

. ranra S it 8, v S

P rmgr iy roodrprevepmedy SPECIAL COMMITTEE ON AGING

ns § e, 218 amtrom
Y prorsngnlioadyrsd p I WASHINGTON. OC 20510-400
Novarber 10, 1987

William L. Roper, M.D., administrator
Health Care Pinancing Administration
200 Independence Avenue S.¥.
Washington, D.GC. 20201

Dear Bill:

I appreciated your testimony on the Psrt B Premiunm
increase before the Senste Special Committee on Aging last week
and want to follow-up personally with two questions.

Pirat, as requested at the hoaring ang following up our
{scussion on how Part B costs had far outstripped the Medical
Care CF I would appreciate your sharing with me and the
minority staff HCPA's analystis ldentifying the underlying
correlates and reasons for the large percentage annual increase
in Part B bdenefits per enrollee.

Second, 1t would be extremely helpful to learn what steps
HCPA 13 taking to develop and incorporate better and zore
reliable standards and measures of quality in physiclan scrvices
into its strategy for controiling Part B expenditures.
Obviocusly, your comment that this process could take up 0 two
years s worrisome, knowing that the Adminiscration and the
Congress will be under pressurc tc control physiclian
expenditures more rapidly than that. In principle, =cving to
control expenditures before we have the ability to monttor the
tmpact of cost controls on gquality and patient outcomes risks
the quality of medical care. Can quality review be implemented
cencurre with and a3 an intcgral part of physician payment and
utilization raview reforms, and, {{ sc, how and what should be
done now?

o

I appreciate your indicated villliogaess Lo respond gulekly
to the probdl of rising Part B cxpenditurea and look farward to
working cooperatively on sclutions that account Lo buolh ¢ost and
Gqualitly concerns.

Stncerely,

{EINZ
& Member

JH/nhs
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NEPARTMENTOF HEALTH & HUMANSERVICES Hoaith Care Fingnong Admunistiation

The Acinnistestor
Wasmngion DC. 20201

The Honorable John Heinz
Special Comaittee on Aging
¥nited States Senate
Washington, D.C. 20510

Dear Senator Heinz:

Thank you for your letter following up my November 2
appearance before the Committee concerning the Medicare Part B
prezium increase. I apologize for the delay in my response.

You requested that I share with you oy analysis of the
causes underlying the large annual Increase in Part B benefit
spending per enrollee. Part B spending per enrollee increased by
15.7 percent in 1986 and 17.1 percent in 1987, while the medical

P t of the C Price Index {CPI) increased by only 7.5
percent in 1986 and 6.6 percent in 1987. Por 1988, current
actuarial estimates project an increase in Part B benefit
spending per enrollee of 13.5 percent, while the medical
component of the CPI is projected to increase by 6.2 percent.
Although it is virtually impossible to quantify each reason for
this difference, the growth in Part B spending per enrocllee over
and above the medical component of the CPI ic due to increases in
the utilization or volume of gervices, changes in the reported
=ix and intensity of scrvices, changes in technology, and
legislation affecting Xodicare services. Physician services,
representing about 65 percent of total Part B payments, account
tor the major portion of increased spanding.

You also expressed interest in HCPA's activities in
integrating the use of quality standards for physicians services
into our efforts for controlling Part B expenditures. As you
know, the peer review organizations (PROs) are primarily
reviewing the guality of care provided to Medicare beneficiaries
in hospitals and health maintenance organizations (MOs).
Generic screens assist in fdentifying inappropriate instances or
patterns of hospital care and alert PROs of a potential nced for
more focused, intensified review. PROs also focus review on
areas where their data and research indicate problems may exist.
Where problems are identified, the PRO works with the hospital,
HMO, and/or physicians to assure that corrective action is taken.

PROS will deny payment for any care of substandard quality
when requlations implementing this provision are issued. In the
third contract cycle, PROs will also reviev surgical procedures
performed in ambulatory surgical centers and hospital outpatient
dapartments, and intarvening care providad to patients who are
readmitted to a hospital within 31 days of discharge. This has
already been implemented in the Pennsylvania PRO.

Review of physician services provided in other settings is
delaysd, by provisions of the Omnibus Budget Reconciliation Act
of 1986, until January 1, 188%.

I hope this {nformation will be helpful to you. Please let
me know Lif Y can be of any additional assistance.

Sincerely,

(2wt

william L. Roper, M.D.
Administrator
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ITEM &
TESTINONY OF JANE E. SISK
OFFICE OF TECHNCLOGY ASSESSMENT

U.S5. CORGRESS

ON MEDICARE PHYSICIAN PAYMENT REFORM

FOR THE SPECIAL COMMITIRR ON AGING
U.5. SERATE

The Administration’s recent decision to raiss the 1988 praztiuc tor
Hedicare's Supplementary Medical Insurancs Program {Part B} 38.5 percent over
ics 1987 leval reflected sstimates of trust fund resarves and medical care
expenditures. Starting in 1984, when Medicare began to pay prospectively for
inpatiant oparating costs, the increass in Part B costs per enrolles slowed
markedly. Part B costs per enrcllee grov on averasge 13.4 percent anmually
from 1976 to 1986, but only 3.4 percent during 1985, the firat year
physicians’' fess wars frozen. Higher growth rates resumed in 1586, reaching
9.3 percent, daapite contimuation of the fee freeze. Estimares for 1987 range
from 17 percent by the Healch Care Financing Administration (HCFA} to 14 to 16
percent by the Congressional Sudgst Office {CBO). HCFA predicts a return to
the historical trend {n 1988, with annual Part B growth of 13 percent per
surcllas. {Cramlich, 1%87).

Because physician services account for almost three-fourths of Part B
expenditures (U.S. House, 1987), the resumption of double-digit Increases in
Parc B has heightened intersst {n msthods to reform Madicare payment for
physician services. This testimony outlines problems vith Medicare's current
paysent arrangemsants and analyzes the fmplicetions of four possible strategies
for reform: modifications to the present systez cf paying dy customary,
prevailing, and rsasonsble (CPR) charges; payment based on fee schedulas;
payment for packages of ralated services; and capitation payment. This review
is dravn froa a report by the Office of Technology Assessment entitled Pavmsnt

for Physfcian Secrvices. Strazegiss for Medicare, which was mandatad by Public

Law $8-389 and requested by the Senats Spacisl Comamittes on Aging.

CQURRENT PAYMENT ARRANGEMENTS

Undar the CFR system of determing payment rates, Medicars pays the
lowast of the chsrge that s physician biils for a service (billed charge), the
charge thar the physician customarily billed in the past year (customary

charge), or a msasure of the customary charges of peer physicians in the same
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locality (provailing charge}. A bensficilary 13 gensrally lisble for an amnual
deductibles and 20 percent colnsurance. If a physiclan accepts assignmsnt,
that s, agrees to accept Hedicare's approved charge as paymant in full, the
beneficiary has no additional lisbilicy. Othervige, the bensficiary i{s lisble
{or any sxcsss of the physician’s total charge over Hsdicare's approved
charge.

Because Medicare's payment rules are cosplex, providers and
beneficieries alike find the (PR systez very confusing. It is clearly
inflaticnary, becauss approved chargss ars based on vhat physicilans havs
charged {n the recent past (lae and Hadley, 1981). Lika other payars of
physicfans services, Medicare has set relative rates that reward urban,
specialisc, inpacient, procedural, and new gervices much more highly than
rural, gensralist, asbulatory, nouprocsdural, and uublhb.nd ssrvicss. And
l1{ks other mathods of fes-for-service paymant, the CPR systam coutaios
incentives for physicians to parform additional services {f the extra revenue
covers the physicians’ coscs.

Recent concern has centered on incrsases {n volums of sarvicas, wvhich
accounted for 95 pasrcent of expenditure growth in 1986, whan fees were frozean
{Cramlfch, 1337). The extent to which physicians react to lower prices by
scimulacing the use of their services has not been resclved (Reinharde, 1983).
Fhysicians might reduce the quantity of services that they wers willing to
provide, or they aight {nduce demand for their services, thereby increasing
the volume of services used. The uitimare effect on Medicare expendirures
froe lovering its payment rates would depend on the sizc as well as the

di{raction of the guantity response.

The grovth io physfcian supply and {n {nnovative practice arrangesents
further complicates predictions about the effects of payment changes.
Physiciana are increasingly entering practice arrangements that control their
incozmes and use of services and may be mors willing to accept lowsr pricas for
their sarvices and lover increases in their fncomes. FPhysiclans in the United
States and Canada, however, have maintained their income levels even in the
face of substantial increases in physician supply (Barer, et al., 1985).

Beneficiaries’ financial access to cars dspends partly on physicians’
willingness to accept assigmment {f Madicare’'s payment rates are yeduced,
Ovarall banaficlary a¢cess would faprove with an increase in assigrmenc races
and decline with lower essignment rates. Physicians bave been more likely to
accept assigmment the higher Msdicarc's approved chargs relativs to thair
billed charges, and similar cons{derations influenced physicfans’ dactstons to
becoms participating physicians (to acceapt assigmment on all claims) (Cocrer
and ¥iller, 1385).

Despice expectations, sssignmenc rates have risen as the parcentage of

the billed charge paid by Medicare has fallen. Prom 1976 to fiscal year 1986,
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" assigrment rose from about 50 parcent to about §9 percent of claims and

charges (US Congress, 1$83; US DHES, RCPA, 1986).

The appropriatsnsss of Nedicare payment rates for certaln services has
bean challanged ou ssveral grounds. Sizable differentials axist across
geographic areas, physician specialties, sites of service, and types of
ssrvice. Iz genersl, payment rates for urban, specislist, inpatient, and

procsdurel services substant{ally axcesd thoss for rursl, generalfst,
asbulatory, and nomprocedural services. Thesa differentials raise the concern
that thay may be sffscting the guality of care received by beneficlarias and
the costs of care paid by Xadlcare and beneficiaries.

Medicare carriers make no geographic distinctions in 18 states, but use
28 localitiss in Californis and 32 in Texas (US DHHS, HCFA, 1984). Although
differentials in recogniticn of local market conditions sra warranted, even
after adjuscment for cost-of-1iving d{ffersnces, Medicare prevailing charges
in 1975 averaged 17 percenc above the national averags in the largest urban
areas but 8 percent bslow in the least densely populatad countiss (U.5.
Congress, 1$83).

Payment ratee also differ batveen specialists and generalists, chiefly
for visits and somstimes by as much as 50 percant (US Congrsss. 1943).
Carriars for thrase statas and parts of two others do not dfatinguish saong
physician specialtias (0'Sullivan, 1984}, while South Cerolina has 33 and
Pennsylvania 58 diffarent groupings. Ia 1982, the prevailing charges for
diffarent types of visits averaged 24 to 73 percant higher for intermists than
for general practitionsrs (U.S. DHHS, HCFA, 1985).

One might argus that higher paymeuts rates for certain procedures can be
justified for some physiciens., When physicians practics in the srea of
sedicine for which they were specially trainsd (modal spsclslists}. they =may
provids highar quality care than physicians without such training (Payms,
1976). But many *specialty® procedures, such as cataract surgery, already
have Medicare approved charges that are, in fact. spscialey specific. Because
thoss procedures are performed by roistively few physiclans outside of the
relavant spscialty. the charges of physicians cutside that spacialty havs
licele effect on tha level of the Medicars approved charge. The juncificarion
for specialty diffarentials is sspecially difficult (n the area of offics and
hospital *visits" whars It is qussticnable thet sufficiently different

sarvicas ars being performad by specialiats to warrant higher paymsnts.
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Visits ars saong the owat frequently performed procsdures of tmoat speciaicies
pnri:ctpating in Medicare, end constituts usarly one third of all Medicare
spprovad charges (Juba, 1987). In any cass, tha common practice of allowing
physicians to declare thozsslives spacialists and resp higher payment rates la
questionable (US Comgrass, GAD, 1884),

Ancthsr basis for disputing CPR-detercinsd rates {s that the provider‘s
costs of performing a new procedure often fall over time, ss more physicians
and techniefans acquire once-rare sxills, techniques becoms more rofined and
the procedure faster, and bigh fixed costs of expensive equipmant are spread
over a lerger volums of services. Within the CPR charge systea, hovever, the
early submitted charges astablish the relative rate paid, and rates for
expensive techmologfes, such s open-hesart surgery and cataract excision, tend
to remain at inftial levels or to {ncreass, even if the costs of using them
dacline over time.

The downward stickiness of ratea paid for nev, sxpenaive technologies
adds to the large differences in payzent rates bstween procedural and
nonprocsdural sarvices. Even after sdjustments for complexity, resocurce cost,
and tralning, physicians have besn pald four to five times mors per hour for
inpat{ent surgery than for office visits (Hsieo and Stason, 1979}. There is
no concensus on the polot at which these differences becoma d(’acrepu&cies er
on the "correct® relationship betweer payDent rates for procedural and
vonprocsdural sarvices. The policy concern 1s that relacive payment rates cay
sucourage physicians to provids procedural services with littls or no benefic
to patients end to 3light nonprocedural services such a3 counseling that might
benefic patients greacly.

Benaficiaries may have sore difficulty obtaining nonprocedural than
procedural services. Medicare has paid a lower percentage of physicians’
billed charges for vis{ts than for surgery; primary-care specialises (fazily
and ganeral practitionars and internists) have scceptsd assignment at lowar
rates cthan surgical specialista; ana benoficlary ‘s liabllity has been a
greatar portion of payments to primary-care phystciana than to surgeons and
radiologists (Juba, 1937).

The Consolidatad Omnibus Budget Reconciliaticn Act of 1985 and the
Qmnibus Budget Reconciliation Act of 198§ {OBRA} permit Xed{care and its

carrfers to ser retes differsnt froa those daterained by che CFR system. In

defining *inherently ressonsble® rates, Medicare ey consider factors such &s
geographic ¢i{fferances in charges, costs of providing the ssrvice, extant of
the zarkst accounted for by Medicare, and techoological chu\sn not reflected
in charges. OBRA instructs the Secretary of Haslth -ml E\m;n Services to
reviev payments for 10 of the most costly procedures under Part B. Prevailing

charges for cataract surgary were te be reduced in twc steps--the first

sffective January 1, 1587 and the second, January 1, 1983, In an actempr to
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moderate beneficiary liabilicy, OBRA also limits the actual charges of
nonparticipating physicians for a servics whose payment rate is lovered under
the {nherent reasonableness authority.

if Hedicare payment for higher priced services (urban, specialistc,
inpatient, new, and procsdural) were lovered, sssignment rates and
baneficisries’ financial access to thess ssrvicss would prodably fall.
Similariy, access to lower priced services (rural, generalist, ambulatory,
nonprocedural) would most likely rise with increases {n the{y approved
charges. The extent of the effsct would depend on Medicare’s rate compared to

that of other payets.

Raising fees in rural areas or lowering urban fees uight exacerbate
anothsr problem. namely (assignment related) differences in finencial access
to physician services. As noted above, Msdi{cars assignment rates and
parcicipation rates have been positively assoclatad with higher ratlos of
approved to billed charges. Hence beneficiary access to physician services
would bs sxpsctsd tc declins in urban areas whers Medicare rates relative ro
private market fees were reduced In the process of reducing urban/rural
disparities. Some of the urban aress that already axperience above-avarags
charge reductions {nclude New York City, che Washington, D.C. area, and parts
of Massachusstts, Psnnsylvania, and Michigan (8isk, et sl., 1987). Ome would
expact fewer physiclans to agras to participate or toc accept assignment in
those juried{ctions and other arsas that exparienced such daclines in ralative
payment levels.

Lowering payment rates for procedures wich high fixed costs, such as
coronary artery bypass surgery, would stimulats their rsgionalization, as long
as paymant lavels still covered costs. Reglonalization {zplies fewar total
facilities because some providers left or did not antar the market. Of
course, velume of services per facility could aiso increase if physicians
induced dezand for the procscurs, by sxpanding the range of conditions
cons{datred or repsatedly using the procedure {blocd chezistri{ss, for sxazmpls)
on & given patient.

The effect of lowering certain approved charges on quality would depend
on the appropriate lsvel of spscific services, which is often unknown. Lower
paywent rates for procedural services could iamprovs qualicty If pressnt ratas
are unduly stimulating services such as slectrocardiograms. Since there {s no
{ndication that beneficlaries’ health has suffered from lack of access to

nonprocedursl services, one cannot conclude that changisg relative approved
charges fer procedural and nonprocedural ssrvices would improve their well-
being.

The effect of lowaring rates on Medicare expenditures would depand on

changes in volume of services. Changes in bsnsficlary costs would depend on
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changss in both service volums and assignment practices. With lowar approved
charges and no volume changes, beneficiaries net out-of-pocket expenses i{n the
asbsence of mandatory assigoment would mest likely incresss. Beneficiaries’
itability would rise as physicians who 4id oot taks assignment billed patients
for the previcus higher rate, but benaficlaries’ coinsurapce would fall
because of the lower Hedicare rates. Physicians would be unlikely to raise
their charges to non-Medicare patients. But these physicisns would be liksly
to shift thelir time and provision of ssTvices to other patisnts for whom
physician time vas more highly paid. If approved chargas ware raduced to
levels even more below those of the non-Hedicare market, more physicians mighc

choose not to participate in the Medicare progran.

Reducsion of Procedure Codes for Iavment Purposes

Saveral of the 7,040 procedure codes apply to services with minimal
distinctions, Office visits have 11 codes, end some particular procedures,
such as chest X:ray and colonoscopy. have many categoriss basad on small
differences in technology. The multitude of codes permits physfcians cto hil}
for the most costly and complex procedures and to bill separerely for
ancillary services such as routine laboratory tests, which could be tncluded
in the offics visit charge.

To address these problems, the Owmibus Budget Reconciliation Act
requires the Secretary of Health and Human Services by July I, 1989 to group
procedure codes for payment purposss. By Jamuary 1, 1990, sach Nedicars

carrier 1s toc make paymsnts on the basis of the new grocps. Ths pressnt
sicuation would be improved If Medicars combinad codss that di{fer im only
minor ways, preferably at the <¢arrier level so that physictans could continus
to bill with present codes.

If procedure codes were combined, physicians' use of services or totsl
sxpenditures would probably not {ncreass, sspeclally {f physiclans used
presant bilif{ng codas, In fact, Quabec's axperfences in the afd 1570‘as with
combining visit codes and including payment for simple laboratory tests in the
office visit rate suggests that such a changs would moderats growth in
Mesdicars ntp«ndlﬁrn for physician services {Barar, et al, 1983). Since
paysant would ba set at the average or modas of previcus codsa, soma physiclans
and beneficiaries would gain, in greater reverue and lower cost sharing

resectively, and others would lose.

Bspeliclary Option of Preferred Providexs

Giving banaficisries the aption of receiving care from preferred
providers would enable Medicare to take advantage of the increasingly
compecitive marketplace. Hedicars could comtract sither directly wich

providers or indirectly with preferred provider organizations (PPOs) or
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{nsursrs for payment balow the level of approved charges. Medicare could
sucourags bansficiaries ts use PPC physicians by reducing cost-sharing or
premiums. Consistant vith the coucept of induced dszand, physiclana joining &
PPO might counteract lower Nedicare paymant rates with greater volume of
services. To address this concern, either the PPO or Medicate could
undsttaka utilization control.

In the absence of greater use of servicas, beneficlaries who used PPQ

providers would have lower cut-of-pocket expenses. Raductions in the

bla or cot rate for using PPO physiciens might entice
bensficiariss to exercise the PPO option. Mamy benaffc{artes have private
supplezeatary insurance that covers Medicare cost-sharing emounts, but some
aight welcoas the chamce not to pay premims for private insurance. Although
reducing Hedicare preafums would ba an attractive financi{al incsntive cto
beneficiaries, bensficiaries would chen be required to receiva care only frow

BPC providers.

Fee Schedules for Sgecific Sexvices
Since 1984, Medicare has been paying for embulatory laboratery sarvices

according to fas schedules, with assignzant ) y for ind d and

hospital laboratories, The Consolidatsd Ounibus Budget Raconciliaticn Act of
1985 recently sxtended fee schedule payment and mandatory asaignaant to
elinscal laboratory services performed in physicians’ offices. Fee schedules
could ba applisd to othsr spscific ssrvices tc which patients ars referred,
such as apesthesis services and radielogy. Hoepitalized patisats sspscially
have iirrie role in seiecting these physician services. HKedicare could also
constTuct fes schodules for expensive sophisticated technologies, such as
sxtracoporsal shock wave lithotripsy and heart transplantation, which are
suftable for ragionalization, bacause ainimun volumes ars needad to mzintain
skill levels or to spread high fized costs.

This payment change could be implemented quickly if fee schedules were
based on historical average approvad chargss. Competitive bidding could be
used to davalop fea schedules for services that ars fairly uniform.

Vith fee schedules, some physicians would recaive less and others more
than their current approved charge under CPR. Absent other changes, those vho
received less might reducs their fraquancy of accopting assignment, in effecc,
trensferring the payment reductions to their Madicars patients. Although

mandstory sssigrment might be proposed to pravent physiclans fros passing on
to bsnsficlariss the burden of rate reductions, physicians might also atcempt
to induce demand for thelr gervices to recoup lost ravenues. BRecause referral
physicians aasy be less liksly to ba abls to inducs demand for their services,
such physicians might be the best candidates for Initial implamsntation of a

fee schedule with mandatory assigmment. (Coincidantly, radlologists and
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pachologists have had relatively high sssigrment/participation rates (Burney
and Schiever, 1985; McMillan, st al., 1983: Unpudblished data, Hsalth Cars
Pinancing Adzministration), suggesting a lower probability of reducing

assignment or withdrawing froa tavolvessnt with the Medicare progran.

EAXMENT BASED OX FEE SCHEDULES

A fZee schedule, in contrast to Msdlcare CPR payment, pays tha same ratae
for similar services. Nadicare has great varfatfon in the fraction of
approvad charges established at the prevailing charge rate for different
services and specisities (Juba, 1987). According to South Carclina data for
1983, for exazple, the prevailing dut;l. liz{ced paymants for about two-thirds
of offica and hct;;iul vi{s{ts, but only about ona-third of surgical,
radiological, pathology, and other mmdical procedures. For general practice,
fam{ly practice, and {nternal medicine, more than 30 percent-of approved
charges were paid at preveiling levels, with 48 percent for orthopedic
surgsry. Radiology, general surgery, and ophthalmology were less constrainad
by prevailing rates.

COBBA and OBRA set in mot{on the early steps necessary for a Hedicare
fae schedule for all physician services. By July 1989, the Secretary of
Health and Human Services is o dsvelop a rslative valus scals {a relative

velghting} of physician ssrvices and to advias Congrass about using the scale

to construct & fee schedule for iaplesentation by January 1990. OBRA 2ls0
stipulates that the Secretary shall develop an indsx toc reflact geographic
variations {n practice costs, collect cost dita to refine and updata the
{ndex, and study thea advisabiifty of redefining the localities used for
PGYHQI’\C.

Paying on the basis of fes schedulss would addrsss saveral of the
probleas with CPR: variations in approvad charges, unpredictability of payment
anounts, confusfen on the part of beneficiaries and providers, and limited
Goverrment concrol over rising price levels for physiclen services. Fee
schedules could be developed quickly on the basis of the average approved
charges that Medicars carriers have historically pafd. At that tlme, rate
diffarentials regarding geography, specialty, and procedural services cduld be
adjusted. Or desired adjustments in relative rates could be zade later. as
further analysis was perforsed.

Regardlass of hov fee schedules ware ¢teated, they would give Hedicare
the abilicy to exert greater control than it has vich CPR over the level of
and increases in payment rates. A changs that reduced the rate of growth in
average paysent rates would encourage lower cosrs for {ndividual physician
services over time. Howvaever, becausa of the incentives of fee-for-service
paymant, inefficiencies vould be likely to remain tn ths combination of

services and sites of care used for a medical condition.
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Conwersion to fee gchedulss would incresse Dayment rates to soae
physiclans and lower thea to others, coaparsd to GPR. FPhysicians who
experienced s decresse ofght attempt- to racoup parceived lost revenuas by
providing or billing for edditional services or substituting services with

highsr approved charges, with no valling & in service volume by

physicians vho experienced increases {n approved charges. If this occurred,
poysant by fes schaduls afght lead to highsr Medicars expenditures. Por this
reason, additional efforts to momitor use and to control umwarranted

utilization incrssses might be necessary. In addition, collapeing procedurs
codss within a fss scheduls could prevent incrsases in billing for additional

ssxvices or upgrading of ssrvices billsd. Ths axperience iln Quebec, which

collapsed visit codas and incorporatad p for H ,'u:u in
the office visit fee, suggests. that thess changes can check increases io use
and total expenditurss undsr a fss schedule (Barer, et al., 1983).

With Madicars fss schsdules, thers would bs much less uncertaincy about
baneficlary colnsurancs Ihbuu:y.md physiclans’ expscted Msdicare recsipts,
becsuse Ned{care’s paymant rata could be known in advance for both
beneficiaries and physicians. A fee schedule could enable Medicare
bensficiaries to beccme better buysrs, bescause the smoumt of any unaseigned
18ability would bs saslar to satablish in advance and soms bensficiaries would
search for physiclans who providad & specific ssrvics "at ths Nsdicars fes” or
request their usual physicien to provida tha ssrvice ac that prics.

A fee schedule could be used to determine reimbursemant in several ways.
A feo schedule could serve as a2 set of maximm allowances, with the approved
charges for any sarvice ths lowsr of the physicisn’s billed chargs or the foo
schedule amsunt, Undar another altarnative, mandstory assignment, the
epproved charge would be deemed payment in fuli, and phys{cians would be
prokibitad frea billing sbove the Medicars slliowance. A chird alrernstive
would involve Msdicars payment of culy the fes schedule sacunt regaxdless of
the physiclan’s actual billed charges. 3Becauss besnsficlaries would be
responsible for paying the difference betwasn the physicfan’s bill and the
Medicare sllovance, beneficiaries would have & substantial incentive to seek
physiclans wi{th low charges. Any or 21l of thsze slternatives might sisoc be

combinad with an expenditurs cap, shich could de implementad by sither
disalloving claims above the ¢a4p or by discounting clains until there was a
reasonable expsctation that the cap would noc he exceeded.

Liks fos schsdulas for spscific services, 2 general fee schedule gyste=
would entail paying soms physiclans acore and others less for thelr ssrvices.
If a fae schedule system resulted in only small changes in Medicare payment
lsvels, little effect on beneficiary sccess would be liksly. Bur physicians
vho facsd largs daclines (o .Kndlcuc payment rates would bs sxpsctsd to ahife

thei{r time and sarvicas to non-Madicare patients with higher payment rates.
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Such physicfans would alse be less 1fkely to accept assigrment and to become
parcictipating physicians.

Since no definite relationship has been established bstwaen s
physiclan's billed charges and the quality of care provided, one cannst
pradict how the quality of providars avafladle to beneficiaries would be
affected by providers’ decisions sbout sccepring assignment and cootinulng
frvolvement wich Medicare under fee schedules. If payment levels vere
especially low, over tize physiclans might lower tha qualiry of thetir »
supplies, facilities, or personnel. Any changes {n relative payment rates to
address curreat urban vs. rural, procedural vs. nonprocedural, speclalist vs.
generalist, or new vs. esteblished differentials could affsct quality. but the
direction of the effect ts uncertain. For exacple, lowvering rates for
previcusly overused services would faprove quality {f use became more
appropriate, but lovering rates would reduce quality if services nesded to
maintain or improve health were curtailed. The current doarth of knowledge
about the sppropriate level of spacific services for certain medicail

conditions aakas quality predictions especially hszardous.

EAXMENT FOR PACRAGES OF SERVICES

The pt of pay for pack of related services is that a sat

prospective paymsnt would put providers at financial risk for the use and cost
of those services. Tho =ost discussed packags for physicians has bean for
physician impatiant services, to complemsnt Medicare hospital ORG payment,
which pays for packnges of hospital services.

OBBA instructed the Secretary of Health and Human Services to reporr to
Congress on prospective payment, including information on DRCs, for radiclogy,
anesthesiclogy, and pathclogy ssrvicss to iﬂpltlbﬂtl. In addition, the
Presidant’s budget for flacal ysar 1588 proposad incorporating payment for the
irputfent services of hospital-based physicians into Hedicare's DRG paymencs
to hospitals (US OMB, 1987). Since physician services te individual patients
are exciuded from hospital DRGs and paid by CPR-dett;rﬂined charges, neither
attsnding physicians nor hospital administrators have causs to considar the
costs of thess hospital-based physician sarvices. And inpatients theoselves
are not {n a posfition to select hospital-based physicians.

If hospital-besed physician services vere added to hospital DRGs,
administrators would encourage attending physiclans to use these sarvices core
sparingly and to substituts lass expensive health professionals whera medical
couditions allowed, such as nurse ansstheriacs for anesthesiologists.
Hospitals would aiso wish to contract with hospictal-based physicians for
services et lower cost. In fact, until passage of a 1982 law, hospitals wers
able to bill Medicare for both the physician chargs and technical cost of

pathology and radiology servicas.
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Hospitals in arcas with fev hospital-Dased specialists would bs in 2

poor compstitive position to negotiata rates and aight be unable to kaep

expenses within the DRG rate. National retes could be adjusted for wuch local
conditions. MNore difficult to rasolve {s the antipathy on the part of many
hospital-based physicians to concrel by f.ha’ hospital. An alternative approach
would be to pay hospital-bassd physiclans directly by DRGs. But uniike a
hoapital, which can spread financial risk over many patients, individual
physicians paid for packages of services would ba likely co bear & great dassl
of financial risk for severe or complex cases chat required extensive
services. Payment by fee schadules would bs 2 zors vhblelaltemuva.

The quality concern would be that financial constraints would lead
physicians to underuse services or provide services of inferior quality. As
with any packaging arrangszsnt. accsptancs of the Medicare rate as payment in
full would be necessdry to prevent providers from passing the financial risk
to the beneficiaries by billing for amounts over the packagad amount. If
case-alx adjustments 41d not adequately reflect the costs of creating
expsnsive patisats, pbysicians aight refuss to tTsat such patients and to
shift thelr practica to other sitas and to nou-Nadicars pat{ants. Howsver,
Medicare hes subscanciel leverage over hospital-based specielists, since {t
accounts on average for from 21 percent to 28 percent of their gross practice
{ncome (Owens, 1983). And radlologists and pathologists havs historically had
higher than average assignment rates (US Congresa, 13$83).

Whether Medicare's expenditures were moderated would depend on the
sxtent to which physicians were adls to shift ssrvices cutside the ptck;go o
ambulatory sites. If the packaged rate was set at ths current =san, the
coinsurance of some beneficieries would rise while othars fell. Overall,
beneficiaries’ ocut-of-pocket expenses could rise if physiciens shifted care
outside the packags.

Given the lack of sxperisnce with packagsd payment for physician
services, a demonstration project might be more appropriats than am immediate

change in ths law. Such a demorstration might be acceptable to physictlans if

Hedicars paid 100 p of the packaged rate, reducing the risk of bad debts

from the benaficlary copayment.

GARITATIOR PAVMERT
Since Pebruary 1983, bensficiaries have been able to elect that Kadicars

pay for thefr ssdfcal care by capitation, a monthly payment get in advance and
independent of the mervices actually used. With capitation, the finencial
risk of covered services is borne by the payment racipiant, instesd of
Madicara and ths beneficiary. Enrollmest in risk-shering plans as an
alternative to CFR payment has grown dramatically and by March 1987
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sncoapassad closs to 900,000 bensficilariss, adout ) percent of the rotal (US
Senats Aging, 1987). Nsdicars capltation psymsut to risk-sharing plaas {s
tharefors a recent innovation that {s st{il baing adopted and vhoae
impiications are still unclear. N
Proposals to expand capitetion would broadsn the definition of risk-
shariang plans or would pay a fiscal agent To zssums ths financial risk for the
asdical cara of bensficiariss in a gecgraphic arsa. An altsroative not baing
sericusly advanced {s mandatery capitation paymant, vhich would require
beneficfaries to select plans. All capitation proposals inciude an option for
beneficiaries to continue heving current coverags and cbteining individusl
ssrvices on a f{ss-for-ssrvics basis.
$iocs capitation payment providss no axtra revenus for sxtra servicss,
racipients have an {ncentive o use the aost efficient mmber and afx of
services for & patient’s condivion. But the incentive is also sgainec
providing additional services, as long as parients do not become dissatisfied
and disenroll. Paying a plan or fiscal agant bduffers thess {ncentives on
physicians, wvho in turn aay be paid by capitation or a share tn a risk pool,

faas for services, or salary.

Expanaion of Voluptary Capitation

Mad{cars may oow contract with fadarslly qualified health maintenance
organizations (iMOs) and competitive medical pians (QPs) on s capttztion
basis. Hedicare's payment is limited to 95 percent of the sstimated averags
per capita cost (AAPCC) of cars for beneficlariea in an area vho are not
eurolled in plans; the AAPCC fs adjusted for age, sex, disshility, welfare end
fnstitutional status of beneficiaries. Risk-sharing plans must provids
Medicare’s covered benefits and linit benaficlarifss’ pramiuas and cost-sharing
to the sctuarilly squivalent ancunts that non-enrolless would pay under
Madicare (the adjusted commmity rate). HMOs and Ps fece the seme genaral
requirements for their Medicare business, but HMDs are subject to acditicnal
rescriccions for other enrollees.

The Adzinistration and legislation fntroduced in Decandber 1935 (S.1985)
vould broaden the definition of eligible pians from risk-sharing HHOs and CMPs
to fnclude those set up by insurance companiez and by eaploysrs. In sxchangs
for a fixed capitation payment, risk-sharing plans, termed health benefit
organizations, would be raquired to provide or arrange for bensficiaries’
covarad care, but they would be relieved of certain requirements that now
apply to HNOs and CHPs. Health benefit organizations would oot have to
increase benefirs or retura funds {f the capitation paymeot excesds the
pre=ium that the plan would have charged non-Nedicare enrollees for the same

coveraga. Nor would health benefit organizazions be subjsct to requiresents



156

for quality assurance activitias that prsvious legislation has applied to HMOs
and CiPs, slthough the Secretary of Realth and Human Servicss would hsvs ths
right to svaluate the qualicy of services provided. In addition to the
lagislative proposals, the Health Care Pinancing Administration (HCFA) is
plamning dsmonstration projects for bsnsficiaries to ezroll in risk-sharing
plens sponsored by eaployers.

Eesing requirements for plans to contract with Madicare would most
likely lead to grester bemeficiary enrcliment becsuse of expanded options.
Through hsalth bensfit organizatons, smploysrs and insurers aight cffer
banafits supplemantary to Madicare, theraby psraitting a bensficlary to dasl
with one agent for coverage and siaplifying edainfetration for the bansficlary
and ths eaployer or imsurer.

Thers is only liaited {nformaticn froz which to predict the effsct on
quality of cars from sither greater sorollment ic HXOs and Qs or froa
broadening the concept of risk-sharing plans. Studfas af W0 anrolless bixve
generally found qualiry equal to or better than thet provided by cowparisen
groups in the foe-for-servics sector (Cunninghem and Uillismson, 1980; Luf:,
1981), but ssveral grounds for caution remain. Ons is that the financial
incancives of capitation paysant may ancouraga plans not zarely to use
services judiciously, but also to underprovide services. Although this
problem has not charscterized the large, established prepaid group practices
that havs bssn studiss, thass practicss may differ greatly from newer HMOs,
which tend to ba smaller, opsrated for profit, and organizad as individual
practice associations (IFAs) {InterStudy, 1%$85). Temuous arrangamants betwean
che parent HHO and certain provider groups may partly explain difficulties
that benaficieries experienced at & large HMD in Florida (US Congress, GAO,
1986). Purthermors, past studies havs not looksd at the cars of olderly

people, vho aay have sultiple comditions that require special care and
impairments that make obtaining cere more difficult (Hammons, et al., 1986).
In addition, receant findings raise particuler concern about che ebility of low
incoma pecpla to cops with a large health cars organizatiocnm. Low iocome
people with madical prodbleas who vers anrolled in a prepaid group practics and
had no outreach progranm hed worse health outcomes than comparabls fes-for-
servics patients (Vars, st sl., 1986},

A HCPA-fundad evaluation of quality of cars in risk-sharing
demonstration projects fs scheduled for coeplation this year (Rossitsr, st
al., 1985). 1In addicion, HCFA has implemented provisions of OBRA, which
addrassed concern about the quality of bensficlaries’ care by requiring review
of sarvicas providad by HMOs and CiPs.

Conpared to beneficiaries {n the CFR system, those in riek-sharing plans
have often improved their finsncial sccess to care, becsuse plans have reduced

cost sharing or addsd benafits when Msdicars’s capitation payasnt excseded the
'
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premium that rhe plan would have charged non-Msdicare enroliees for the sane
coverage. Competition for emrcllees might spur plans to pass on to
beneficiaries the sacze lavel of bensfits if felsral reguireassts about
preziums and cost sharing vere removed. There {s soma evidence that Florida
plans have coopeted for enroliment by decreasing cost sharing.
The effect of risk-sharing arrangements on Medicare prograz expenditures
{s less clear. Prepaid group practices have dsliverad cars at lover total
cost than fes-{or-service coaparison plans (Lufc, 1981; Manning, et al.,
IQQL). But Kedicara may not be reaping these benefits because the technology
of adjusting capictacion rates to the likely costiineas of a beneficiery’s care
is poorly developed. Both Medicare and risk-sharing plans ars at substantial
financial risk because of the varlation among beneficiaries in Nedicare
payzents. In 1982, only 5 parcent of bensficiaries accounted for 54 percent
of Medicare payments, but no payments vere made for 33 percent of the
beneficiaries (Riley, er mal., 1986). Some arudlies have suggested that
Hedicare prepaid group enrollees have had lover expsnditures than other
beneficlaries cven bsfors snrollment (Bsabe, st al., 1985; eggers and Prihoda,
1982). 1f Medicars pays 35 percent of the AAPCC for beneficiaries whose costs
are zuch lower than average while high-cost ones remain in the CPR sector,
Hedicare expendirures could even rise. Payment rates that are not properly:
edjusced for risk may alsc give plans an incentivs to try to attract low-risk
enrolless and discoursgs high-risk ones. In recognition of problems with
existing capitation rates, OBRA stipulates that the Secretary of Health and
Human Services study methods to refine capitation rates and subzit leglslative
recommendations to Congresas by January 1, 1988,

& risk-sharing plan 1s sors likely to “buy® the services of expansiva
nev tschnology froa outside the plan and to delay "making” the ssrvices
{nternally until higher use rates spread high fixed costs over 2 greater
velume of services. Kaiser.Permanente in Northern California has applisd this
approach to the adopticn of open-heart surgery and X-ray computad tomography.
Scrutinizing nev technology carefully and adopting it enly when {ts
el{fectiveness {s clear are cartainly desfrable. Although there is no evidence
that HMOs have been less likely to use expensive rechnologiss, now plans aight
behave differently, espscially if procedures such as organ transplants and
arcicifical organs proliferats. As snrollmant in risk-sharing plans grows,
independant svaluation of new technologies, now performed for Hedicare by the
Public Health Service, wi{ll therefore contimue to be imporcant to safeguard
beneficiaries’ entitlement to up-to-date aedical care.

Geographic Capication Payment
Nedicare has recaived applications for dsmonstration prsjscts to test
geographic capitation. In exchange for capitation paymencs, a fiscal agent (a

Medicare carrier, utilization and quality contrel peer reviev organization
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\rau;, OC OCOOT 6OTAITY) would assume ths f{inancial risk for the covered
services of all the beneficiaries in an area. The fiscsl agsnt would
negotiate with local physiciens sand other providers and plans. Baneficlaries
would then chooss among plans, with continuation of cthe of fee-for-service
physiclans and prasent Nedicare bansefits and cost sharing as one optiom.
Geogrephic capitation would give Medicara much grester control over
prograz expenditures. Beneficiaries could aiso gain, if plans competed for
surollses by reducing cost sharing or adding benefits. This variation of
capitation payment would reduce the {mportance of sstablishing rates for
different risk categories of benaficiaries, because the risk would be aspraad
over all the benaficlarfes in s large area. Demcnstretion projects could test
diffarent formulas for Madicars to share unusual sxpenses with the fiscal

agent.
A disadh is thet sub ial market power would be concentratad ina

&g

ths fisal agent. Prohibiting the fiscal agent from sponsoring plans would
help to prevent this situation. Bveun If ths f{scal agsnt ¢1¢ sponsor plans,
such as an HMD and PPO, requitring #n open anrollment pariod for all plans
could foster mors competition.

Since this payment arrangssent has not been tried, demonstracions would
ba vital to evaluate the effects on quality and sccess. This aspect of the
denonstration would be especially important becauss both the flscal agents and
the plans would wish to contrel use and cost and might do so at the expenas of

quality and access.

BQLICY INPLICATIONS

Congress could impiement several physician payment reforms in a fairly
short tims. Rscent leglislation has already required the Secretary of Health
and Human Ssrvices to rsducs ths cumbar of billing codas and to rasvisv payment
rates for coatly procadurss. Othar options that .nux.l the laast changs froa
present CPR payment or that call for research and demonstrations could be
undertaken wichin 1 or 2 years. With legisiative chenges or as a
dsmonstration project, Msdicare could movs quickly to give bensficiaries
financial {ncentives to racaive cars from "prefarred providers” who agrsed to
accept paymant balow the leval of approved chargas, Creating fea achadulas
from carrier data on physician charges is another viable short-term option.

Options that d:cpend on further analysis, espscially regarding rescurce
costs and relative valus scales, would rsquirs & longer pericd of tims to
carry out. Congrass could laplemsnt capitation paymant for all beneficiaries
quickly ustng presant paymant rates based on the AAPCC or delay changes unt{l
payment rates are more refined and recent demcnatration projects have been

eveluated. For the mcat part, payment for packages cof ssrvicss, as copposed to
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Tesearch or dsmcustraticns on packaging, is not ready to be izmplementea
becauss paysent catagories have not been develcped or tested.

With any payment method thae pays f;cs for ssrvices, concern wiil
¢ontinue that providers wiil increass their volume of sarvices if payment
rates are limited. Since datails of 1987 Pare B ;xpenditurf are not yet
available, {t has not bean possidle to separate incresses in volume gensratad
by providsrs froa other phenomema. Eesearchers have chssrved that ths portion
of banaficiaries receiving physician services paid by Madlcare rose from 67

percent in 1981 to 75 percenr in 1986 (McMenemin, 1987}, but tha causes of
those increases and their relationship to 1987 increasas remain to be
detsrmined.

Implicit in all proposed payment reforms is the intention fo reducs the
growth, and sometimes the sbsoiure level, of Medicare payment ratas. In some
cases, improved quelity or access may rssult. Grsater reglonalization of
expensive facilities and procsdures, for example, @ay increase volume and
Teducs complication rates, and lower inpatient surgical rates may reduce
nosoconial infactfons., HMO enrollees aze likely to have greatsr financial
dccase to care because of lover cost sharing at the time of use.

The danger iz that constraining program expsnditures any impair access
te and quality of care for benaficlaries, especfally for peor or infirm
pscple, who are aore vulnerable. With fee schedules and continuation of
voluntary assigmment, beneficiaries’ out-of-pockst expenses aight rise (and
their financisl access decline) as higher-cost physicians billed thefr usuai
rate. With mandstory ass{grment under fea schedules or diagnosis.related
groups for physiclans, physfcfans with higher fees aight refusze to taka
Nedicare patfents. Risk-sharing plans =ay try to avoild anrollling people arc
high risk of expensive care {f prasent inadequacies in rate-satting techniques
continue, and enrolless i{n general may have difficulcy dealing vith a large
bureaucracy.

With constraints in payment rates, concerns about qualicy would arise
mainly abour substandard factlitiaes or providers and underuse of services.
Assessing and assuring quality are particularly difficulr tasks because the
appropriste level of use {a» unknown for many, {f not most, services. The
difficulty fs intensified with Medicare payssent reforms because quality review
and assurance have historically related to excessive rather than insufficient

use of services.
¥ith any payment reform, ir will thus be incumbent on the program to

sonitor providers’ willingnass to accept Medlicare patients and payment ratss
across sarvices, speclalcies, and localities and to take corrective actfon if
problems arise. Moreover, careful attention to the level and structure of
payment rates may avoid many sccess problems. More than mocitoring will be
necessary to safeguard beneficiaries’ quality of care. Informed evaluation

also requires pricr ressarch on ths appropriate use of servicas,
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1TEM 5
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November 2, 1987

The escrmous premium incregse that has beea 2ancunced for Medicare Part 8

is the latcst manifestation of long-term trcads of rapidly increasing outlays in

this program. These increases, which are far in excess of the vate of

infiation, have imposed substantial burdens on both Medicare bencficiaries and
the pation®s taxpayers, who now foot 25 percent and 75 percent respectively of
the federal bill for this program. The Physician Payment Review Commission

has serious coacerns about thesc trends, and is working to develop carelully

considered options to recommend to the Congress.

TRENDS IN OUTLAYS FOR PART B

At the last meeting of the Commission, its staf{ presented data oo trends in
Part B outlays aver the 1975-1985 period. Of the 16 percent per year average
annual increase, increasing numbers of enrolices accounted for 2 percentage
points, higher prices sccounted for 7 percentage points, and more services per
enrollee accounted {or 7 percentage poiats. Over the ten-year period, services
per enrollee aimast doubled. Recent trends show a changing mix of Part B
r:i}mburs:mcnl. in both type and location of service. Specifically, urilization of
oon-physician services {e.8., diagnostic tests, cquipment and supplics) has
increased more rapidly thaa the usc of physician services. Further, the mix of
physician services has also changed, with a growth ia expenditures {or surgical
a3 opposcd to medical services. Coupled with these changes, we have also

seen 2 shift in the location of services from inpatient to cutpatient and of fice

settings.

1t i3 too early to know whether the data reported for 1986 and 1987 indicate

a0 acceieration of the growth in services per enrolice. At 2 minimum, the

dsts indicate that past ycars' high rates of growth are contisuing These data
and the associated premium increase reinforce our conviction that we must
consider how to address the growth of volume in medical services, while
keeping in mind the changing nature of the medicai care provided through Part



163

As we review the data before us and consider aptions that affect the
ulilization of services, we musl be cautious about the interpretation of the
increases we see. There are muitiple factors affecting the quantity of services
provided. Some of the increase in services reflects a reduction i unmet aceds
or new or improved :apabi!hies’ to provide aeeded care. Some is the result of
poticics adupicd deiiberately to improve access to care {c.g, incentives for
physicians to become participating physicians). But some undoubtedly reflects
an increase in services that do oot help paticats sigaificantly. [t will be
difficult to disticguish beiween volume increases resuliing from the provision
of importaat additional s¢rvices 10 paticnts and those refiecting services of

fittie or no vaiue to patients.

Both physiciaas and beacficiarics play important roles in determibing the
volume of medical services provided. Physicians, as agents of their patients,
render professional judgments regarding the use of medical services, inciuding
their own services. They are expected to provide all services of benefit 10
their patiests, But, physicians alsc have a financial inceative to provide more
of all services. The poteatial for physicians to adjust the number and _:nix of
services they provide in response 1o such an incentive hay led to concern.
There is some cvideace in the research literature that physicisas have
responded to fee constraints by providing additional services. Some of the
increase in ulilization we are now trying (o explain may refiect physiciany’
response to recent increased cconomic pressures on their practices. The 1984
freeze in physician fecs, the coatinuing effects of the Medicare Economic
index (MEI} in constraining prevailing charges and the iatroductios of the
Maxzimum Allowable Acma! Charge {(MAAC) to restrict increases in actual
charges for physicians who do aot accept assignment are all examples of
policics that have contributed {0 & changing cconomic environment for

physicians.

The incrcasc in physician supply, particularly in the past tea years, would have
been expected to increase the quantily of services provided simply as a result
of its improving the availability of services. Since the growth in the aumber
of physicians per capita also results in smaller paticat loads on average,
however, the questioa arises as 1o whether physicians may have responded to
increased competition for patiepis, in part, by increasing the number of

services per patieny,

Ia somc cascs, what appears in the data as iacreased utilization of services by

Medicare deaeliciaries may in fact result from chaoges in the ways phyticians
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bill for services Billing separately for strvices that previously had been billed

as part of a single K {e.g., office iub y tests isted with 22

office visit, such as urinalysis or test {or occult blood) will appesr to increase
the gquantity of services provided. While the sctual quantity of ervices may

remain

such “wnbundiiog® of scrvices often ieads to higher

expenditures, becanse the sum of the paymenty for the individoni serviom may
amount to more than the sizgle pasymeat for the servics package. Both the
reporting of services aad expeaditures can de affected a3 well by “upcoding.”
Where coding systems present » range of services that may be close
substitutes, physicians have incentives cither to bill uader the code that
generates the highest approved charge or to provide more compiex {and more
expensive} services than they would otherwise have considered appropriste

tregtment.

Benceficiary demand for care aiso has contributed 10 the increased vse of
services, Access to physicians probably has improved with the increase in
physiciac supply. makisg it easier for beneficiaries to obtain physician services.
Morgoyf:x, finaocial barricrs to carc may have been rcduced in recent years
through the combdianed effects of the frecze on physicisn fees and increases in

assignment rates.

lacreased media coverage of advances in medical technology and procedures
also may encourage patients to demsnd more care from l?\eir physicians.
Consumer awareness of the technology availabic to detect and remove
malignznt lesions in the colon provides the most likely explanation for the 50
percent increase in the aumber of colonoscopics is the period immediately

foilowing President Reagan’s well-publicized surgery.b

Beneficiaries seck the services they think will meet their medical aceds. Their

demand will be tempered by out-of-pocket costs amsocisted with that care.
Medicare and suppi¢mentary coverage, however, insuiate them from much of
the cost of the services they receive, Decisions about the use of any service
that is perceived to have some potential benefit, thus, will be influeaced not
oaly by the positive financial iaceative to physicians to provide the service
but by the weak financial incentive for beneficiariey 10 restrict their use of

services.

! Preliminary results from a study by Peter McMenamin and Howard West
of Circle, Inc, reported in the American Medical News, Scptember 18, 1987,
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Among the factors often d to iain the i in use of services

by Mcdicare beneficiaries is the agiog of the population, Not oaly is the
ciderly popuiation growing, but the clderly 23 a group are aging. Whilc the
growth in the clderly population contributcs to growth in Part B outlays to
some cxtent, the aging of the elderly population has only a minor effect on
the growth in services per enrotlee. The older ciderly do use services ar g
higher rete than Medicare corolices in generai, but the Medicare population is
not sging rapidly enough 10 make 2 major contribution to the aearly 7 perceat

annual increase in services per enroflec.?

Chaages in medical technoiogy jead to changes in the practice of medicine that

have implications for the pumbers and 1ypes of services provided under Part B

of Medicare. New i or techai .3 physicians’ ability to

respond to the medical necds of the clderly population. Advances in medical
techoology can affect utilization either by adding new scrvices and equipment
or by substituting for other services. Inaovations that reduce risk, discomfort,
and inconvenience for the patient arc likely 10 be used more frequently than

their pred: s, A , refi in

y may iecad 10 more
specialized applications that increase the overall number of procedures

performed for a givea conditioa.

Advances in both surgicai techniques and anesthesia have made it possibie to
move procedures traditionatly performed in the hospital 1o outparieny sites.
Mcdicare prospective payment for inpatient hospital services alsc has moved
some services previously performed while patieats were hospitalized to
outpaticnt settings because of the incentives for preadmission testing and
carlier discharge of hospital patients. As noted carlier, these shifts from
ispaticat to cutpatient care are reflected in increased service volume and
increased expenditures under Part B of Mcdicare. The shift is less relevant
for physician services than for nonphysician services covered under Part B,
such as hospital outpaticnt departments and durabic medical cquipment, since
physician services within the hospital have always been covered under Part B,
White the movement of hospital services to outpatient settings has ied to
increases in Part B cxpcaditures, it has probadly reduced overall Medicare
costs. Bot it also has shifted costs to beneficiaries, including costs for some
services covered only as inpaticnt services {c.g., prescription drugs), increased
copaymeats, and increased premium costs required to cover 25 percent of Part
B program expeaditures.

* The aumber of SMI earollees is growing about 2 percent per year. Our

catculations indicate that the aging of this population contributes oanly 0.3
percent per year to growth in SMI outlays.
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WORK OF THE COMMISSION

fn its work to reform physician payment in the Medicare program, the
Commissicn has {ollowed two tracks. Cac has focused os the pattera of
1elative payments for physicians’ services. The current pattern of variation ia
payment among services and among geographic areas is not a rational one.® 1t
gives distorted signais to physicians concerning how to practice, what speciaity
to train for, and where to Jocate. The pattern of payment alse creates
inequities among physicians and the heaeficiaries they serve. To deal with
these probiems in pricing of physicians’ services, the Commission is in the
process of developing 8 fee schedule, and has recommended to this Committee
that interim changes in Mcdicare physician payment alter relative prices

towards the pattern likely to be adopted as part of a fee scheduie*

The Commission anticipates that adoption of a fee schedule would stow the
rising volume of physician services through more appropriatc incentives.
Reducing fees that are 100 high will diminish the {inancial incentive to provide
too many of these services. However, a fee schedule aione wouid not be
sufficient 10 contain costs as much as needed. We have only limited
information with which to predict the degree to which the use of individual
services would respond to changes in relative prices. We do aot know whether
the savings from reduced use of those services whose refative values are
fowered would be of fsct by increased use of those services whose reiative

values Rave increased. In addition, fee schedules keep intact fee-for-service

incentives in which doing more for patients eohaances the income of the

provider.

For this resson, the Commission is pursuing 8 second track concerning policies
to contain increases in the volume of services b:r enroliee. While planned
from the beginning, this work began in carncst over the summer, aad 2
substantial portion of the Commission’s agenda will be devoted to it for the

foreseeadble future.

The importance of this work has been underscored by your heslth
subcommittee. In May of this year, Congresamen Stark and Gradison asked us

to put a top priority on policies to control the rapid growth in the use of

3 The Commission’s first annual rcport to Congress in March, 1987, 152
source of additional information on the probiems of the current system of
payment and options for reform: Physician Payment Review Cnmmissi‘on.
Medicare Physician Payment: An Agenda for Reform, Government Printing
Office, Washingion, DC, March 1987,

¢ Sratement of Philip R. Lee, M.D., Chairman, Physician Payment Review -
Commission, before the Subcommitiee on Health, Committes on Ways and
Means, fune 13, 1987,
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physician services. They also noted that it is a “tail order® to come up with
effective policies that neither threstes financial protection for Medicare

beneficiaries nor compromise their access to aceded health care.

To begin its work on the volume of services, the Commission has solicited the

advice of medical organizati © groups, and others. The initial
response has been constroctive and encouraging. We will also draw uposn the
work of several agencics of the government, including the Health Care
Financing Admisistration {HCFA), the Genceral Accousting Office (GAO), and

the Office of the laspector General (iG).

The need to siow the increase in the costs of the Medicare program is critical.
Nevertheless, despite the importance of the need to contain costs, the

Commissicz will not recommend solutions that would cause unduc hardship for

beaeficiarics. Medicare was created to provide access 1o good quality health

care to ity beneficiarics, and to cushion the fi ial of ill
heeith. As the Commission stated in its first report to Congress, these

objectives should ot be sacrificed.

POLICY DIRECTIONS

The task, then, is to reduce costs without inadverteatly compromisiag access
s2d quality of care. This will requirc that physicians and beneficiaries
sclectively reduce those services that are ieast important to patients’ health.
The policy options that the Commission will consider offer several different
mechanisms wimed 21 encouraging beaeficiaries to demand and physicians to
provide oaly services that are of sigaificant medical benefit, These options
raage from physiciao education, to utilization review, to the use of financiai

incentives It iy likely that a combination of these options will be required.

The success of these efforts will depend on the ability to distinguish services
that improve paticat outcomes from thase that provide iitiie or no medicai

beaclit {or cvean risk harm to the paticat). To do this, both physicians and

beneficiaries will nced better information on the effectiveness of medical

scrvices®

There are Jarge gaps ia our kaowledge of the effectiveness of medical services,

and of the best ways to care for paticots. Oniy limited resources have been

® Physicians and paticats jointly determine what services are used in the
patients’ care. Since physicians usually have a better undersiandiag of the
effectiveness of services, they oftca play the greater role in the setection of
services. This discussion is focused more oo improviog information avaiiable to
the physician, but applies to both physician and paticat.
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devoted to research on determinants of patient outcomes sad costs of care
While additional clinical research is aceded, much more could be done within
the iimits of current medical knowledge. Studies have shown that there is
considerabie variation in medical practice across geographic arcas, across
delivery systems, and across individual physicians. They suggest the provision
of substantia} amounts of unnecessary services. They lead us to believe that
there is considerable potential for reducing the use of unnecessary services
without compromising the quality of care. Iavolvement of the medical

community is criticai for success of this effort

Recent work demonstrates how physicians can develop guidelines for
appropriate use of services and optimal care of paticats. For example, the
American Coliege of Physicians and the Biue Cross and Blue Shicld Association
have cooperated in the development of guidelines for the use of common

diagnostic tests. The American College of Physicians, through its Clinicat

Efficacy Assessment Project, has devetoped guidelines for appropriate use of
services, such as endoscopy in patients with dyspepsia, and appropriate care of
patients with selscted conditions including cholecystitis and diabetes. The
Health Services Utilization Study by the RAND Corpcration has used expert
consensus to develop appropriate indications for use of coronary angiography.
upper GI eadoscopy, 2nd carotid endarterectomy. The American Medical
Association's Diagnostic and Therapeutic Technology Assessment (DATTA)
project uses panels of expert physicians to address Questions of safety and

efficacy of medical technologies.

Such programs can deveiop sound, practical, and ¢redible standards or
guidelincs based oo the consensus of medical experts after thorough review of
available medical literature. These guidelines for appropriate use of services
can provide the basis for both programs to educate physiciaas and beneficiaries
and for utilization review activities, With additional resources, this process
could be used to develop guidelines for other procedures and for care of a
greater varicty of paticat problems. This process is not without cost.

However, investment of a small fraction of the annual expenditures for

Medicare could yield substantial returas in more cost-cffcctive care®

€ The ciinicai research described here has been carricd out by several
investigators. Some has been sponsored by professional socicties. It has been
supported by a varicty of sources including the National Center for Health
Scrvices Research and Health Care Technology Assessment, the Health Care
Financing Administration. the Blue Cross Association, and several private foundations
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With more information about which services really improve patients’ outcomes,
physicians and beaeficiarics will be in a better position to judge the merits of
services, particularly those that now fall into a grey area—their medical value
is uncertain but probadly very small. Given fee-for-service incentives that
encourage the physician to do aif that might benefit the paticnt and fears of
maipractice suits, better information on what services are of little or no
benefir will aeed to be in the physician's hands if services in this grey ares

are t¢ be significantly reduccd.

Physician Educaty

faformation cannot be expected to affect the provision of services untess it is

sy tically di i 4 to physici Maoy is the physician commuanity
belicve that most physicians witl alter their practices if they arc informed that
their practices do rot conform to standards developed by expest ohysiciaas ja
their own field of medicinc. Iaformation on appropriate use of services can be
@ade available to physicians through cducational programs that emphasize
cxpert standards for care, such as those developed by the American College of
Physicians and the Bine Crogs and Blue Shield Association, or provide
physicians with direct compariscas of their practice patterns with rhose of

their peers,

Oune exampie of the iatter type of program is the Maine Mezdical Society’s
sponsorship of the Mzine Medica! Assessmcat Projct to joform physicians how
their use of specific services compares with their peers ia the state. This

appears 1o have led to reductions the targeted services in areas of high usc.

The Commission is reviewing examples of programs to educate physicians and
bencficinries using specific guidelines for BPPropriste care, such as those for

di ic tests and y. it wili 2ssesy the potentiai of these

programs to improve the cost effectiveness of care provided to Medicare

bencficiaries

Uritizasi Quatity Review
Review of utilization of services is performed by Medicare carriers and by Peer
Review Organizations (PRO3S). The review of utilization is based on cules that

arc intended i0 identify vnnccessary services and cither dissuade the physician

from providing them or deny paymeat for them. PROs have also begun to

eveivare quality of care.

The Commission has begun to study programs of utilization and quality review
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useq oy carners, PROy, and the private sector. Drawing on studics by HCFA,
GAO, and the HHS Inspector General, we will examiac alternative mechanisms
to improve the effectiveness of carricr and PRO medical review. For instance.
how cost effective are the utilization and guality screens used to select cases
for physician review? PROs aow focus on inpatient care, though s substantial
amount of care has shiftcd from the hospital to outpatient settings, where
there is less review of use of services and their quality, We will consider
whether PRO or similar review should be expanded to incorporate carc io

ou:paticvm SCLings.

We are particulariy interested in how well these programs incorporate current
medical knowiedge of the appropriateness of services. Utilization screens and
conditions for prior approval of admission or a procedure would be more casily
accepted if they were based on credible standards deveioped by peers. For
example, & physician's reason for doing a planned corcnary angiography couid
be compared to accepted indications for that procedurc developed through

expert conseasus”

Ei ial Ingenti
The Commission aiso pians to consider various methods that emphasize the use
of financial incentives to physicians and patients. For physiciaos, these range
from mechanisms that alter the incentives of individuai physicians to prescribe
services to those encouragiag broad groups of physicians to practice ia & less-
costiy styic. An cxampi¢ of the former approach is increased use of procedure
packaging. Traditionally, surgery has been paid for on the basis of & giobal
fes--3 fee that encompasses the major surgical procedure, anciilary procedures
by the surgeon. and post-operative visits by the surgeon. The globai fee
approach could be cxtended to son-surgical procedures by including the

associated office or hospital visit with procedures such as colonoscopics.

Physicians charge for a number of services that they do not personeily

perform, such as diagnostic tests. If the physiciaa is allowed to charge the

patient more than the cost of the test, there is a financial incentive to order

such tests. Congress has attempted to iimit this practice for ¢linical

laboratory tests. The Commission will examine whether this approach shouid

be exteaded to similar services.

7 Such guidelines or standards must be applied thoughtfully and Flcxibly.

No ¢t of standards can specify cxactly what should be done for every patient.
Their application must take account of variations in the ciinicai sitvation.
Rigid application of guidelines, such as using them as ceilings on services
deemed to be appropriate for ali patients in a category, couvld reduce the

quality of care and will compromisc the effectiveness of the utilization
program itsclf.
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At the opposite cad of the spectrum, Mcedicare atiowed fees in an area coutld
be bazed in pafl on the ase of services by ail physicians in the area. For
instance, the prevailing charge for each service could be reduced if total
expeaditures in the area exceeded a budget target, or incrcascd if cxpenditures
were below 3 target. A palicy of this type has been is used in West Germaony.
While it would not appreciably aiter financial inceatives to individua!
physicians, it couid encourage more vigorous actions oa the part of the
physician community o support peer review activities and educate heir
members on sppropriate medical practice.

The Commission will also cxamince the effectiveness of fiaanciat incentives for
beseficisry use of services. For instance, do copayments sciectively reduce the

use of uanceessary services, or do they reduce access to needed services?

Canitati
Since Congress made 3 key decision in 1982 to authorize Medicare to offer a
more attractive risk coatract to HMOs, capiiation has become an option for 2
sigaificact number of beneliciaries. The research literature indicates that
HMOs can reduce the use of services, especially hospita! services, by 2
substantiai amount. The Commission has begua to cxamine a oumber of isyues
pertaining to capitation by HMOs in Medicare. {1 plans to look into revising
the method by which capitation payments are caicuiated. it will study the
appropriateness of poiicies by HMOs to limit use of services by earollees.
inciuding certain types of incentive contracts betweens HMOs and physicians.
It will assess whether the definition of a "qualified® health plaa should be

changed.

The ultimate role that capitation will play in the Medicare program is ot yet
known. Policy decisions that are made now will have some bearing, dut the
=bility of HMOs and other private health plans to contain costs, and the
acceptability of these plaas to Medicare beneficiaries, will be the key

considerations.

Billing Praciic
Evidence of changes in billing practices by physicians that contribute 10
increases in Medicarc outltays is mostly anecdotal, but prudent management

requires substantial cfforis 10 uncover and prevent improper bitling practices.
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many physicians have expressed to the Commission their concerns about billing
practices of some of their peers. Part of the Commission’s work 10 deveiop a
fee scheduic concerns the coding of medical procedures for payment purposes.
For exampie, the Commission is testing the use of consensus pancls 1o consider
whether closely-reiated services shouid be paid the same amount and to clarif'y
and standardize definitions of what is included in surgicai globai fees, This

could facilitate carrier review activities.

Ehysician Supcly 2nd Tort Reform

A part of the solution to rising cutiays for physicians’ services may tic outside
of reform in payment methods. While beyond the Commission’s mandate,
policies concerning physician supply and medical malpractice could well be part

of the sclution to the problem of containing the costs of physicians’ services.

CONCLUSION

Medicare has provided the ciderly and the disabled access to medical care of
high quality while protecting them from financial hardship. Continued rapid
increases in the volume of services are making this accompiishment
increasingly difficuit for beneficiaries and taxpayers to underwrite. Given the
evidence that some of these services have littie medical bencfit to the patient,
we can Contain costs without sacrificing the goais of Medicare by designing
policies that will inform physicians and patients which services these are and
induce them to forego them. This will not be an easy task, but one that must

be done.
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ITEM 6

November 18, 1987

The Honorable John Melcher

Chairman, Senate Special Committee on Aging
U.S. Senate

washington. D.C. 20510

Dear Mr. Chairman:

On November 2, 1987, the American Association of Retired Persons
(AARP) testified before your committee concerning the Part B
premium increase for 1988.

At that time we testified that approximately 742,000
beneficiaries would not receive a Social Security cost-of-
living-adjustment (COLA)} because of the size of the scheduled
premium increase.

We have recently refined our estimates. After taking into
account the manner in which the Social Security Administration is
required to round beneficiaries' checks under Sections 215{g) and
1839(c) of the Social Security Act, it appears that an additional
878,800 beneficiaries will also not receive a COLA. This brings
the total number of beneficiaries not receiving a COLA to about
1.6 million in 1988.

Attached is a chart detalling this information. 1If the hearing
record is still open we would appreciate the inclusion of this
revised data.

Thank ycu for your attention to this important issue.

Sincerely,

4.

Martin A. Corry
Director, Federal Affairs

Amerivan Assviation of Retired Penons 19 K Street. N.W.. Washington, 1.0, 2X49 202 KITAH0

duhn T Dxaning Prodenr duwed Carbwn Lccmne Director
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COST OF INCREASED MEDICARE PARY B PREMIUM, 1988
NUMBER OF BENEFICIARIES NOT RECEIVING COLA

€M1
ENROLLEES

2,500
3,800
4,300
7,500
9,700
15,300
15,700
44,300
43,900
45,900
59,400
54,000
85,800
117,200
116,400
116,200
282,700
234,900
361,200

324,000
717,500
315,000
374,800
419,300
459,700

ssss

PERSONS W/ ND COLA

AVERAGE
MONTHLY
80C BEC

$3.00
$15.00
$23.00C
$33.00
$43.00
$33. 00

$65.00

$75.00

$856.00

$95.00
$106.00
$116.00
$126.00
$1356.00
$146.00
$13%7.00
$167.00
$177.00
$187.00

$197.00
$207.00
$217.00
$227.00
$238.00
$248.00

R

1,621,100

4.2%
COLA

$0.21
$0.63
$1.03
$1.47
$1.89
$2.31¢
$2.73
$3.45
$3.61
$4.03
$4.45

$4.87 .

$3.29
$5.71
$6.13
$56.59
$7.01
$7.43
$7.853

$8.27
$8.469
$9.31
$9.33
$10.00
$10.42

TOTAL
BENEFIT
ROUNDED

$5.20
$15.60
$246.00
$36.40
$446.80
$57.30
$67.70
$78.10
$89.60
$100.00
$110.40
$120.80
$131.20
$141.70
$152.10
£$1463.50
$174.00
$184.40
$194.80

$205.20
$215.60
$2256.10
$236.50
$247.90
$258. 40

PART B
PREMIUM
INCREASE

$6.50
#$6.9C
$6.90
$56.90
$56.90
$6.90
$6.9C
$6.90
$&6.90
$46.90
$6.90
$6.90
$6.90
$56.90
$46.%0
$6.90
$£.90
$46.90
$4£.90

$5.90
$46.90
$56.7C
$6.90
$6.90
$5.90

MONTHLY COST

ANNUAL COST

BENEFIT
CHANGE

-$6.00
~$7.00
~$6.00
-%$46.00
-%$56.00
-$5.00
-$3.00
-$4,00
-%$4.00
-$3.00
-$3.00
~$3.00
-$2,00
-$2.00
-%$1.00
-%$1.00

$0.00

$0.00

$0.00

$1.00
$1.00
$2.00
$2.00
$3.00
$3.00

TOTAL
Casy

£19,430
$23,940
$25,370
%$41,250
$49,470
$70,380
63,940
$168,340
$144,870
$133,110
$148,500
$113,400
$145,840
$140,640
$93,120

. $46,480
$0

0

$0

$0
$0
$0
$0
$0
$0

*1,430,100
$17,161,200
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ITEM 7

The liniversity of Arizona
Heaith Sciences Center

Depantment of Intema! Madicing

Section of Cargiology

Tucson, Arizona 85724

(602) 628-6221

Special Committee on Aging
United States Senate
Dirksen Building

Washington, D.C. 20510

Sirs:

This atatement comes from a group of physicians who have been
studying the Medicare professional fee schedule to determine what
procedures are being inappropriately rewerded and how funds can be
saved by adjustment of such.fees.

I am the chairman of this commitree (The Independent Study Group).
I am Clinical Professor of Medicine in the Section of Cardiology
at the University of Arizona Medical Center. Previously I have
appeared as a witness at the hearings on waste, fraud and abuse in
the pacemaker industry held by the Committee, and I have served as
a consultant to the FBI personnel who have been seconded to

Medicare for the investigation of health-related frauds.

Respectfully sm%

Bren8an Phibbs, M.D.



176

STATEMENT
of the
INDEPENDENT PHYSICIAN“S STUDY GROUP
before the
SPECIAL COMHITTEE ON AGING
ot the

UNITED STATES SENATE.

POTENTIAL MEDICARE SAVINGS BY
ADJUSTMENT OF EXCESSIVE PROFESSIONAL
FEES.

An independent committee of physicians has been investigating
the appropriateness of the professional fees paid by Medicare.

The stucy is not complete, but some conciusions are aiready
obvious.

1. Seme professional fees pai& by Medicare are excassive.

2. The total ot these cxcessive payments 2mounts to a very
farge sum: study of only four specific categorics of payment
reveals potential savings of over half a bililon dollars anaually
if a raticnal tec schedule were instituted.

3. In some cases these excessive {ees are si13ply anachreonistic:
as a2 resuit of advances in medical technology some procedures can
be perforoed casily and guickly, but the fees have remained fixed
at ievels set when the same procedures were cifficult and
prolonged.

4, In other categories, high fees were ser simply because a
procedure was new, experience was limited, 3and physicians were
only beginning to acquire the requisitle skills. Now that the
procedures are commonplace, the fees should be adjusted to equate
with comparabie categories of professional pertormance. Instead,
the tnappropriate high fees have persisted: a kind of
“cultural-professicnal lag" has prevented rational change.

5. Financial rewards for hospital based physicians, included in
Medicare hespital paymenis, have been excessive, because o! the
same kind of lap. There was a2 time when anesthesioiogists,
pathologists, and radiologists were in shert supply, and the

professional fees in these categories were cortespondingly high.
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The shortage has been corfecied: anesthesiologists ang
radiologists are present in adequate numbers and pathologiats are
redundant. Pathologist's salaries have in many afwas failen

to 3 reasonable level in coeparison with such underpaid
performers as pediatricians and interntsts, but the cther two
categories still cossand inappropriately large rewards,
completely osut of keeping with years of training, difficuity of
performance, or supply of physicians.

KETHOD OF STUDY.

The Study Croup has used a siaple compatrinon @ethod to begin
analysing appropriateness of fees.

The fee paid for cholecesytectooy- rtemoval of the gall-dbladder-
was determined in as many Medicare areas as possible. It was
found to be conststentliy close to 750.00

Three factors enter into this fae.

A. To gqualify to perform this or other major abdominal surgery a
physiclan aust fulfill five post-graduate years of training in an
approved surgical progras.

8. The procedure itself requires one to two hours: it should be
classed a5 a highly akilled procedure with substantial risk.

€. Three days of postoperative care will be reguired, sometimes
intensive.

Applying these three factors to several categories of Medicare
professional payments, some remarkable inconsistcencics emerged.
CATARACT REMOVAL WITH PROSTHETIC LENS REPLACEMERT: this

procedure requires the same years of training as cholecystectomy.

The procedure itsell takes about un hour or icss and is performed
on an ocur-paticnt basis. There ix substuntially no professional
aftercare.

Using the "choleccystectomy index", thercfore, cataract surgery
with lens replacement is worth Iess than half{ of the fee paid for
wall-bladder removai., 250.00-300.60 wonid he amplc. Mcdicare in

fact pays 1506.00 or morc for this proccdurc in all areas studied.

It is specuiated that some ophthalmic surgecons are billing up to
40,000 a week for what is, in [act, minor surgery, If the fee for
€ataract SUrgery were {cduced to a reasonable level, Medicare wouild
save over 1000.00 per 4rcccdure: total savings would be approximately
660,000,000 per year. jThis 1s a startling figure, but then, Medicare

is now paying startling fees.
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INSERTION OF PERMANENT PACTMAKER: This is now a rclatively simple

procedure, requiring an hour or less. [t is frequently performed by
cardioiogists with no specialized surgical training. The risk is
very small, and no morc than twenty-four hours of hospitalization

are requircd., Using the cholecystectemy index, agail 250.00-306.00

wonld be an adequate fee: in Fact Medicare pays 1500.00 or more in
all areas.

i . cmasl w1 " .

Potential savings i! the fece were reduced 1200.€0 equal about

$0,008,

average.

10%, depending on category of patient.)

Aftercare: 3 days tc @ week, often conplicated.
sa11 these factors yield 3 reascnable fee of 2000.00, on the basis
of the cholecystectoemy index. In fact, Megicare pays as much as
5000.060 in some aTeas, and pays well over 2000.0C evrydhere.
We have not yel heeén able to deotermine the total number of
¢oronary aviery bypass procedure paid for annually by Medicare
but an wducated guess suggests that by reducing teh overall fee
tc 2000.00 the savings would run well over 300,0008.000.00.
Piease notc that these are potential savings in only thrtee
selected procedures, and note further that thesc are realistic
figures that would still provide adequate professional

~ompensatien oh any rational basis.

ERRATIC PAYWENT SCHEDULES: in the course of cur study it has
secome apparent that fee schedules vary in an irratjonal manner
in the vatrious Medicare areas. The fees paid for the specific
procedures tisted abowe vary from one patt of the country by
nundred percent- far beyond anything one might expect

several

simple ditferences ip cost of living.

More to the point, the relation of the fees

aner in the various Medicare

n oan equajiy erratic
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caricus Mcdicare fees to cach other aicates tnat there has been

s realistic 338058m of values Or CoOs5ts in each calegory-
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rather there has been 2 hodge-podge of casual acceptance of fees
rha} are often i{rvational in the first place.

INVASION VERSUS CARE: in generai Medicare fees have echoed a
national pattern in payias toco such tor procedures and toco little
for medical care. The pediatrician who comes to see a crticial
chitd in the earliy morning hours is paid iess than a surgeon who
performs scme trivial procedure. ¥When a2 cardiclogist passes 2
Swan-Ganz catheter into the heart- a siampte procedure that rarely
takes more than twenty minutes- he is paid 200.00~ more than he
would zmake in four or five hours of nard, skilled, clinical wverk
when he estadblishes a disgnoses or intitiates treatsent. The
overpayment of invasive procedures and the undecpayment of
~cognitive~ skills is sxewing U.S. medicine away froe thoughful
patient care and toward hasty and often haramful instrusentation.
Secretary Boven missed the whole point of this issue when he
addressed the annual meeting of the Acerican Academy of Family
Phyasiclans last year. Hle stated that changing the Medicare fee
schedule to rewvard cognitive sgervices and to reduce the
overpayzents for invasive procedures would "discourage
innovation” and "put a damper on competition”.

One can only conclude Dr. Bowen is hopelessiy out of touch with
sedical reality or is under enormous pressure from seif-serving
surgical intervests.

“Innovation™-i.e. research- is carried on in academic and other
institutional centers by salaried physicians vho have no
{inancial jinvolvement with a fee structure. Recducing exorbitant

surgical fees would have no effect whatsoever on “"innovation.”

Abouz the only innovation to expected from the physicians
generating the enormous sums abovementioned would be in the reails
of biliing or promotion: they certainly don't carry on reserch.
The notion that reducing exorbitent fees would stifie coapetition
is srrational. There isn't any fee competition in the MNedicare
worid: surgeons will take the highest fee Medicare will give them
and they have no incentive to charge less.

Both these comments cast the gravest doubts on Dr. Bowen's
capacity in this specific setting. )
SOLUTION: t: stop the production of arcane satheaatical fo aulae

by acministrators, statisticians, and accountantr:

these have only perpetuated the abuses listed above. Some of the
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regutations promulgated have defied the bdest efforts of highly
tratned, skilled administrators tu eiucidate thes.

2: assemble s comztttee of highly skilled physicians who are
dedicated to the pubilc interest and knowledgeable about
appropriatentess of medical performance and funding.

3: ask these physicians te function as "goliar-a-year” @men, 10
set appropriate fees in the several MedicaTe caxegories‘us\ng
soze simple rational approach such as that ocutlined abc&g.

4. begin implesenting fee changes at once, as s00n as reason;b}c
fees are evalved for each procedure. There's no need to uairﬁfor
total, across-the-board changes: begian with one fecc at 2 time.

»mented to effect the

Within two weeks vnouph changes can be
pillion dollars of savings that were 3¢t as 2 goal last yeaTl.
Expensive, Complicated organizat:ons and proceedinps 2re not

ive group now functicaing

necded. The Harvavd-Medicare cons

in tweo years In

may or may not produce somet
realistic fact, the major savings possible caam be put in hand in

about two weeks. The present system of inapproupriate fee

sehedules 15 & standing joke among the medical profession. {t
nas only been perpetuated because thete ate no experienced

physicians Wwith uhe necessary professionai bachground to make

ts in the Medicare-HCFA hierarchy. Fhysicians

realistic judge
who have spent their lite in administration simply aren’t

equipped to make these judgements. There is a substantial nuszber

of us who are so egquipped and 50 @motivated. Please use oul
ralents. We can save the U.S.taxpayer some billions of dolliars,

and we'll ae it for mnothing.

O



